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H.R. 2234, THE DEBT COLLECTION 
IMPROVEMENT ACT OF 1995 


FRTOAY, SEPTEMBER 8, 1995 

House of Representatives, 

Subcommittee on Government Management, 
Information, and Technology, 
Committee on Government Reform and Oversight, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 9:30 a.m., in room 
2154, Rayburn House Office Building, Hon. Stephen Horn (chair- 
man of the subcommittee) presiding. 

Present: Representatives Horn, Davis, Fox, Scarborough, Owens, 
and Peterson. 

Staff present: J. Russell Georee, staff director; Mark Brasher and 
Anna Young, professional staff members; Cheri Tillett, assistant 
chief clerk, full committee; Cissy Mittleman, professional staff 
member, full committee; Donald Goldberg, minority assistant to 
counsel; David McMillen and Matthew Pinkus, minority profes- 
sional staff; and Elisabeth Campbell, minority staff assistant. 

Mr. Davis [presiding]. A quorum being present, this hearing of 
the Subcommittee on Government Management, Information, and 
Technology will come to order. 

I would note that the chairman of the subcommittee, Mr. Horn, 
is over on the floor of the House right now looking at — as the base 
closure comes to a vote, the Long Beach Naval Shipyard is in his 
district. It is of some interest to his congressional district, and he 
will join us as soon as he can. 

Today we’re going to focus on govemmentwide collection, debt 
collection practices and examine ways to improve these collections. 
We have an interesting array of witnesses and I think I’m going 
to defer any further statement at this time and will enter a state- 
ment for the record. 

Mr. Peterson, do you have any opening statement? 

[The text of H.R. 2234 follows:] 


( 1 ) 
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104th congress 
1st Session 


H. R. 2234 


To reduce delinquencies and to improve debt-collection activities Government- 
™de, and for other purposes. 


IN THE HOUSE OF REPRESENTATIVES 

August 4, 1995 

Mr. Horn (for himself, Mrs. Maloney, Mrs. Morella, Mr. Hutchinson, 
Mr. Prank of Massachusetts, Mr. Jacobs, Mr. FTiost, Mr. Kasich, Mr. 
Klug, and Ms. Norton) introduced the following bill; which was re- 
ferred to the Committee on Government Reform and Oversight, and in 
addition to the Committees on the Judiciaiy, Ways and Means, and 
House Oversight, for a period to be subsequently determined by the 
Speaker, in each case for consideration of such provisions as fall within 
the jurisdiction of the committee concerned 


A BILL 

To reduce delinquencies and to improve debt-collection 
activities Govemmentwide, and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 101. SHORT TITLE. 

4 This Act maj^ be cited as the “Debt Collection Im- 


5 provement Act of 1995”. 
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1 SEC. 102. EFFECTIVE DATE. 

2 (a) Except as provided in subsection (b), the provi- 

3 sions of this Act and the amendments made by this Act 

4 shall become effective October 1, 1995. 

5 (b) The amendments made by title III of this Act 

6 shall become effective for levies issued after the date of 

7 enactment of this Act. 

8 SEC. 103. TABLE OF CONTENTS. 

TITLE I— GENERAL DEBT COLLECTION INITIATIVES 

SUBCHAPTER A — GENERAL OFFSET AUTHORITY 

Sec, 201. Enhancement of administrative offset authority. 

Sec. 202. House of Representatives as Le^slative Agency. 

Sec. 203. Exemption from computer matching requirements under the Privacy 
Act of 1974. 

Sec. 204. Technical and conforming amendments. 

SUBCHAPTER B — SALARY OFFSET AUTHORm' 

Sec. 301. Enhancement of salary offset authority. 

SUBCHAPTER C — TAXPAYER IDEKTimKG NUMBERS 
Sec. 401. Access to taxpayer identifying numbers. 

Sec. 402. Barring delinquent Federal debtore from obtaining Federal loans or 
loan guarantees. 

SUBCHAPTER D — EXPANDING COLLECTION AUTHORITIES AND GO\^RNMENT- 

UIDE CROSS-SERtTCING 

Sec. 501. Expanding collection authorities under the Debt Collection Act of 
1982. 

Sec. 502. Governmentwide cross-servicing. 

Sec. 503. Compromise of claims. 

SUBCHAPTER E — FEDERAL CIML MONETARY PENALTIES 

Sec. 601. Adjusting Federal civil monetary penalties for inflation. 

SUBCHAPTER F — GAIN S1L\R1NG 

Sec. 701. Debt collection improvement account. 

SUBCHAPTER G — TAX REFUND OFFSET AUTHORITY 

Sec. 801 Offset of tax refund payment by disbursing officials. 

Sec. 802 Expanding tax refund offset authority. 

Sec. 803. Expanding authority to collect past-due support. 
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SUBCHAPTEE H — DEFINITIONS, DUE PROCESS RIGHTS, AND SETORABILITY 

Sec. 901. Technical amendments to deriiiitions. 

Sec. 902. Severability. 

SUBCHAPTER I — REPORTING 
Sec. 1001. Monitoring and reporting. 

TITLE II— JUSTICE DEBT JLAJS'AGEMENT 

SUBCHAPTER A — PRH'ATE ATTORNEYS 

Sec. 1101. Ex|ianded use of private attorneys. 

SUBCHAPTER B — NONJIIDICIAL FORECLOSURE 

Sec. 1201. Nonjudicial foreclosure of mortgages. 

TITLE III— IRS LE\T AUTHORITY 

Sec. 1301. Provision for continuous levy. 

Sec. 1302. Modification of le\')' exemption. 

Sec. 1303. Confidentiality and disclosure of returns and return information. 

1 TITLE I— GENERAL DEBT 

2 COLLECTION INITIATIVES 

3 Subchapter A — General Offset Authority 

4 SEC. 201. ENHANCEMENT OF ADMINISTRATIVE OFFSET AU- 

5 THORITY. 

6 (a) Section 3701(c) of title 31, United States Code, 

7 is amended to read as follows: 

8 “(c) In sections 3716 and 3717 of this title, the term 

9 ‘person’ does not include an agency of the United States 

10 Government, or of a unit of general local government.”, 

11 (b) Section 3716 of title 31, United States Code, is 

12 amended — 

13 (1) by amending subsection (b) to read as fol- 


14 


lows: 
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1 “(b) Before collecting a claim by administrative off- 

2 set, the head of an executive, legislative, or judicial agency 

3 must either — 

4 “(1) adopt regulations on collecting by adminis- 

5 trative offset promulgated by the Department of 

6 Justice, the General Accounting Office and/or the 

7 Department of the Treasuiy without change; or 

8 “(2) prescribe independent regulations on eol- 

9 lecting b}' administrative offset consistent with the 

10 regulations promulgated under paragraph (1).”; 

11 (2) by amending subsection (c)(2) to read as 

12 follows; 

13 “(2) when a statute explicitly prohibits using 

14 administrative ‘offset’ or ‘setoff to collect the claim 

15 or type of claim involved.’’; 

16 (3) by redesignating subsection (c) as sub- 

17 section (d); and 

18 (4) by inserting after subsection (b) the follow- 

19 ing new subsection: 

20 “(c)(1)(A) Except as piwdded in subparagraph (B) 

21 or (C), a disbursing official of the Department of the 

22 Treasuiy, the Department of Defense, the United States 

23 Postal Service, or any disbursing official of the United 

24 States designated by the Secretary of the Treasury, is au- 

25 thorized to offset the amount of a pa\mient which a pay- 
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1 ment certifying agency has certified to the disbursing offi- 

2 cial for disbursement b 3 '^ an amount equal to the amount 

3 of a claim which a creditor agency has certified to the Sec- 

4 retary of the Treasury" pursuant to this subsection. 

5 “(B) An agencj' that designates disbursing officials 

6 pursuant to section 3321(c) of this title is not required 

7 to certify claims arising out of its operations to the Sec- 

8 retary of the Treasuiy before such agency’s disbursing of- 

9 ficials offset such claims. 

10 “(C) PajTnents certified bj^ the Department of Edu- 

1 1 cation under a program administered bj^ the Secretary of 

12 Education under title W of the Higher Education Act of 

13 1965, as amended, shall not be subject to offset under this 

14 subsection. 

15 “(2) Neither the disbursing official nor the payment 

16 certifying agency shall be liable — 

17 “(A) for the amount of the offset on the basis 

18 that the underhung obligation, represented by the 

19 payment before the offset was taken, was not satis- 

20 fied; or 

21 “(B) for failure to prowde timefy notice under 

22 paragraph (8). 

23 “(3) (A) Notwuthstanding any other provision of law 

24 (including sections 207 and 1631(d)(1) of the Act of Au- 

25 gust 14, 1935 (42 U.S.C. 407 and 1383(d)(1)), section 
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1 413(b) of Public Law 91-173 (30 U.S.C. 923(b)), and 

2 section 14 of the Act of August 29, 1935 (45 U.S.C. 

3 231m)), all payments due under the Social Security Act, 

4 part B of the Black Lung Benefits Act, or under any law 

5 administered by the Railroad Retirement Board, shall be 

6 subject to offset under this section. 

7 “(B) An amount of $10,000 which a debtor may re- 

8 ceive under Federal benefit progi'ams cited under subpara- 

9 graph (A) within a 12-month period shall be exempt from 

10 offset under this subsection. In appljdng the $10,000 ex- 

1 1 emption, the disbursing official shall — 

12 “(i) apply a prorated amount of the exemption 

13 to each periodic benefit ’pajonent to be made to debt- 

14 or during the applicable 12-inonth period; and 

15 “(ii) consider all benefit pajTuents made during 

16 the applicable 12-month period which are exempt 

17 from offset under this subsection as part of the 

18 $10,000 e.xemption. 

19 For purposes of the preceding sentence, the amount of a 

20 periodic benefit pajnnent shall be the amount after any 

21 reduction or deduction required under the laws authoriz- 

22 ing the program under which such pajanent is authorized 

23 to be made (including any reduction or deduction to re- 

24 cover any overpayment under such program). 
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1 “(C) The Secretary of the Treasury shall exempt 

2 means-tested programs when notified by the head of the 

3 respective agency. The Secretary maj'^ exempt other pay- 

4 ments from offset under this subsection upon the written 

5 request of the head of a pajmient certifying agency. A 

6 written request for exemption of other pa3mients must pro- 

7 vide justification for the exemption under the standards 

8 prescribed by the Secretary'. Such standards shall give due 

9 consideration to whether offset would tend to interfere 

10 substantially ;vith or defeat the purposes of the payment 

1 1 certifying agency’s progi-am. 

12 “(D) The provisions of sections 205(b)(1) and 

13 1631(e)(1) of the Social Security Act shall not apply to 

14 any offset executed pursuant to this section against bene- 

15 fits authorized by either title II or title XVT of the Social 

16 Security Act. 

17 “(4) The Secretary of the Treasuiy is authorized to 

18 charge a fee sufficient to cover the full cost of implement- 

19 ing this subsection. The fee may be collected either by the 

20 retention of a portion of amounts collected pursuant to 

21 this subsection, or by billing the agency referring or trans- 

22 ferring the claim. Fees charged to the agencies shall be 

23 based only on actual offsets completed. Fees charged 

24 under this subsection concerning delinquent claims may 

25 be considered as costs pursuant to section 3717(e) of this 
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1 title. Fees charged under this subsection shall be deposited 

2 into the ‘Account’ determined bj'’ the Secretary of the 

3 Treasury in accordance wth section 3711(g) of this title, 

4 and shall be collected and accounted for in accordance 

5 with the provisions of that section. 

6 “(5) The Secretary of the Treasury may disclose to 

7 a creditor agency the current address of any payee and 

8 any data related to eerti^dng and authorizing such pay- 

9 ment in accordance \vith section 552a of title 5, United 

10 States Code, even when the payment has been exempt 

1 1 from offset. Where payments are made electronically, the 

12 Secretaiy is authorized to obtain the current address of 

13 the debtor/payee from the institution receiving the pay- 

14 ment. Upon request by the Secretary, the institution re- 

15 eeiving the payment shall report the current address of 

16 the debtor/payee to the Secretaiy. 

17 “(6) The Secretaiy' of the Treasury is authorized to 

18 prescribe such rules, regulations, and procedures as the 

19 Secretary of the Treasurj' deems necessary to carry out 

20 the purposes of this subsection. The Secretary" shall con- 

2 1 suit v\ith the heads of affected agencies in the development 

22 of such rules, regulations, and procedures. 

23 “(7)(A) Any Federal agency that is owed by a named 

24 person a past-due legally enforceable non-tax debt that is 

25 over 180 days delinquent (other than any past-due sup- 
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1 port), including non-tax debt administered by a third 

2 party acting as an agent for tlie Federal Government, 

3 shall notify the Secretan^ of the Treasuiy of all such non- 

4 tax debts for purposes of offset under this subsection. 

5 “(B) An agenc}' may delay notification under sub- 

6 paragi’aph (A) ^vith respect to a debt that is secured by 

7 bond or other instruments in lieu of bond, or for which 

8 there is another specific repavaneut source, in order to 

9 allow sufficient time to either collect the debt through nor- 

10 mal collection processes (including collection by internal 

11 administrative offset) or render a final decision on any 

12 protest filed against the claim. 

13 “(8) The disbursing official conducting the offset 

14 shall notify the paA^ee in writing of — 

15 “(A) the occurrence of an offset to satisfy a 

16 past-due legally enforceable debt, including a de- 

17 scription of the t\pe and amount of the pajunent 

18 othenGse payable to the debtor against which the 

19 offset was executed; 

20 “(B) the identity of the creditor agency request- 

21 ing the offset; and 

22 “(C) a contact point within the creditor agency 

23 that will handle concerns regarding the offset.”. 

24 Where the payment to be offset is a periodic benefit pay- 

25 ment, the disbursing official shall talce reasonable steps. 
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1 as determined bj^ the Secretaiy of the Treasuiy, to provide 

2 the notice to the payee not later than tlie date on which 

3 the payee is otherwise scheduled to receive the payment, 

4 or as soon as practical thereafter, but no later than the 

5 date of the offset. Notwithstanding the preceding sen- 

6 tence, the failure of the debtor to receive such notice shall 

7 not impair the legalitj' of such offset. 

8 “(9) A levj'^ pursuant to the Internal Revenue Code 

9 of 1986 shall take precedence o\'er requests for offset re- 

10 ceived from other agencies.”. 

11 (c) Section 3701(a) of title 31, United States Code, 

12 is amended by adding at the end the following new para- 

13 graph; 

14 “(8) ‘non-tax claim’ means any claim from any 

15 agency of the Federal Government other than a 

16 claim by the Internal Revenue Sendee under the In- 

17 ternal Revenue Code of 1986.”. 

18 SEC. 202. HOUSE OF REPRESENTATIVES AS LEGISLATIVE 

19 AGENCY. 

20 (a) Section 3701(a) of title 31, United States Code, 

21 is amended by adding the following new paragraphs after 

22 paragraph (7): 

23 ‘‘(8) For purposes of subchapters I and II of chapter 

24 37 of title 31, United States Code (relating to claims of 

25 or against United States Government), the United States 
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1 House of Representatives shall be considered to be a legis- 

2 lative agency (as defined in section 3701(a)(4) of such 

3 title), and the Clerk of the House of Representatives shall 

4 be deemed to be the head of such legislative agency. 

5 “(9) Regulations prescribed bj^ the Clerk of the 

6 House of Representatives pursuant to section 3716 of title 

7 31, United States Code, shall not become effective until 

8 they are approved by the Committee on Rules of the 

9 House of Representatives.”. 

10 SEC. 203. EXEMPTION FROM COMPUTER MATCHING RE- 

1 1 QUIREMENTS UNDER THE PRIVACY ACT OF 

12 1974. 

13 Section 552a(a) of title 5, United States Code, is 

14 amended — 

15 (1) in paragraph (2), by inserting “acting in an 

16 individual, not a business capacity” after “resi- 

17 dence”; 

18 (2) in paragraph (8)(B) — 

19 (A) by striking “or” at the end of clause 

20 (vi); 

21 (B) bj^ inserting “or” at the end of clause 

22 (vii); and 

23 (C) by adding after clause (Hi) the follow- 


24 


ing new clause: 
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1 “(viii) matches for administrative off- 

2 set or claims collection pursuant to sub- 

3 section 3716(c) of title 31, section 5514 of 

4 this title, or any other pajunent intercept 

5 or offset program authorized bj’' statute;”. 

6 SEC. 204. TECHNICAL AND CONFORMING AMENDMENTS. 

7 (a) Title 31, United States Code, is amended — 

8 (1) in section 3322(a), by inserting “section 

9 3716 and section 3720A of this title, section 6331 

10 of title 26, and” after “Except as piwaded in”; 

11 (2) in section 3325(a)(3), by inserting “or pur- 

12 suant to pa^^nent intercepts or offsets pursuant to 

13 section 3716 or 3720A, or pursuant to levies exe- 

14 cuted under section 6331 of the Internal Revenue 

15 Code of 1986 (26 U.S.C. 6331),” after “voucher”; 

1 6 and 

17 (3) in sections 3711, 3716, 3717, and 3718, by 

18 striking “the head of an executive or legislative 

19 agency” each place it appears and inserting instead 

20 “the head of an executive, judicial, or legislative 

21 agency”. 

22 (b) Subsection 6103(1)(10) of title 26, United States 

23 Code, is amended — 

24 (1) in subparagi-aph (A), by inserting “and to 

25 officers and employees of the Department of the 
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1 Treasun- in connection with such reduction” adding 

2 after “6402”; and 

3 (2) in subparagraph (B), by adding “and to of- 

4 fieers and employees of the Department of the 

5 Treasuiw’ in connection with such reduction” after 

6 “agency”. 

7 Subchapter B — Salary Offset Authority 

8 SEC. 301. ENHANCEMENT OF SALARY OFFSET AUTHORITY. 

9 Section 5514 of title 5, United States Code, is 

10 amended — 

11 (1) in subsection (a) — 

12 (A) by adding at the end of paragraph (1) 

13 the following: “All Federal agencies to which 

14 debts are owed and are delinquent in repay- 

15 ment, shall participate in a computer match at 

16 least annually of their delinquent debt records 

17 with records of Fedei-al employees to identify 

18 those employees who are delinquent in repay- 

19 ment of those debts. Matched Federal employee 

20 records shall include, but shall not be limited 

21 to, active Civil Seivice employees government- 

22 wide, military active duty personnel, military re- 

23 senists. United States Postal Senice employ- 

24 ees, and records of seasonal and temporary' em- 
ployees. The Secretary of the Treasury shall es- 


25 
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1 tablish and maintain an interagency consortium 

2 to implement centralized salary offset computer 

3 matching, and promulgate regulations for this 

4 program. Agencies that perform centralized sal- 

5 ary offset computer matching services under 

6 this subsection are authorized to charge a fee 

7 sufficient to cover the full cost for such serv- 

8 ices.”; 

9 (B) by redesignating paragi-aphs (3) and 

10 (4) as paragraphs (4) and (5), respectively; 

11 (C) by inserting aftei’ paragraph (2) the 

12 following new paragraph: 

13 “(3) The provisions of paragraph (2) shall not 

14 apply to routine intra-agency adjustments of pay 

15 that are attributable to clerical or administrative er- 

16 rors or delaj'S in processing pay documents that 

17 have occurred within the four pay periods preceding 

18 the adjustment and to any adjustment that amounts 

19 to $50 or less, piwnded that at tlie time of such ad- 

20 justment, or as soon thereafter as practical, the indi- 

21 vidual is provided written notice of the nature and 

22 the amount of the adjustment and a point of contact 

23 for contesting such adjustment.”; and 

24 (D) by amending paragraph (5)(B) (as re- 


25 


designated) to read as follows: 
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1 “(B) For purposes of this section ‘agency’ 

2 includes executive departments and agencies, 

3 the United States Postal Service, the Postal 

4 Rate Commission, the United States Senate, 

5 the United States House of Representatives, 

6 and anj^ court, court administrative office, or 

7 instrumentalitj' in the judicial or legislative 

8 branches of government, and government eor- 

9 porations.”; 

10 (2) by adding at the end of subsection (b) the 

1 1 follovnng new paragraphs: 

12 “(3) For purposes of this section, the Clerk of 

13 the House of Representatives shall be deemed to be 

14 the head of the agency. Regailations prescribed by 

15 the Clerk of the House of Representatives pursuant 

16 to subsection (b)(1) shall be subject to the approval 

17 of the Committee on Rules of the House of Rep- 

18 resentatives. 

19 “(4) For purposes of this section, the Secretary 

20 of the Senate shall be deemed to be the head of the 

21 agency. Regulations prescribed by the Secretary of 

22 the Senate pursuant to subsection (b)(1) shall be 

23 subject to the approval of the Committee on Rules 
and Administration of the Senate.’’; and 


24 
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1 (3) by adding after subsection (c) the following 

2 new subsection: 

3 “(d) -A. levy pursuant to the Internal Revenue Code 

4 of 1986 shall take precedence over requests for offset re- 

5 ceived from other agencies.”. 

6 Subchapter C — ^Taxpayer Identifying 

7 Numbers 

8 SEC. 401. ACCESS TO TAXPAYER IDENTIFYING NUMBERS; 

9 BARRING DELINQUENT DEBTORS FROM 

10 CREDIT ASSISTANCE. 

11 Section 4 of the Debt Collection Act of 1982 (Public 

12 Law 97-365, 96 Stat. 1749, 26 U.S.C. 6103 note) is 

13 amended — 

14 (1) in subsection (b), by striking “For purposes 

15 of this section” and inserting instead “For purposes 

16 of subsection (a)”; and 

17 (2) by adding at the end thereof the following 

18 new subsections: 

19 “(c) Federal Agencies. — Each Fedei’al agency 

20 shall require each person doing business with that agency 

21 to furnish to that agency such person’s taxpayer identify- 

22 ing number. 

23 “(1) For purjioses of this subsection, a person 

24 is considered to be ‘doing business’ uith a Federal 

25 agencj^ if the person is — 
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“(A) a lender or servicer in a Federal 
guaranteed or insured loan program; 

“(B) an applicant for, or recipient of — 

“(i) a Federal guaranteed, insured, or 
direct loan; or 

“(ii) a Federal license, permit, right- 
of-way, gi-ant, benefit pavinent or insur- 
ance; 

“(C) a contractor of the agency; 

“(D) assessed a fine, fee, royalty or pen- 
alty by that agency; 

“(E) in a relationsliip with a Federal agen- 
cy that may give rise to a receivable due to that 
agency, such as a partner of a borrower in or 
a guarantor of a Federal direct or insured loan; 
and 

“(F) is a joint holder of any account to 
which Federal benefit payments are transferred 
electronically. 

“(2) Each agency shall disclose to the person 
required to furnish a taxpayer identi^-ing number 
under this subsection its intent to use such number 
for purposes of collecting and reporting on any de- 
linquent amounts arising out of such persons’s rela- 
tionship nath the government. 


25 
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1 “(3) For purposes of this subsection: 

2 “(A) The term ‘taxpayer identifying num- 

3 her’ has the meaning given such term in section 

4 6109 of title 26, United States Code. 

5 “(B) The term ‘person’ means an individ- 

6 ual, sole proprietorship, partnership, corpora- 

7 tion, nonprofit organization, or anj^ other form 

8 of business association, but with the exception 

9 of debtors owing claims resulting from petro- 

10 leum pricing Adolations does not include debtors 

11 under third party claims of the United States. 

12 “(d) Acckss to Socul Security Numbers. — Not- 

13 withstanding section 552a of title 5, United States Code, 

14 creditor agencies to which a delinquent claim is owed, and 

15 their agents, may match their debtor records with the So- 

16 eial Security Administi-ation records to verify name, name 

17 control, Social Securify number, address, and date of 

18 birth.”. 

19 SEC. 402. BARRING DELINQUENT FEDERAL DEBTORS FROM 

20 OBTAINING FEDERAL LOANS OR LOAN GUAR- 

21 ANTEES. 

22 (a) Title 31, United States Code, is amended by add- 

23 ing after section 3720A the following new' section: 
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1 “§3720B. Barring delinquent Federal debtors from 

2 obtaining Federal loans or loan guaran- 

3 tees 

4 “(a) Unless waived bj' the head of tlie agency, no per- 

5 son may obtain any Federal financial assistance in the 

6 form of a loan or a loan guarantee if such person has an 

7 outstanding Federal non-tax debt which is in a delinquent 

8 status, as determined under the standards prescribed by 

9 the Secretary of the Treasuiy, wath a Federal agency. Any 

10 such person may obtain additional Federal financial as- 

1 1 sistance only after such delinquency is resolved, pursuant 

12 to these standards. This section shall not apply to loans 

13 or loan guarantees where a statute specifically permits ex- 

14 tension of Federal financial assistance to borrow'ers in de- 

15 linquent status. 

16 “(b) The head of the agency may delegate the waiver 

17 authority described in subsection (a) to the Chief Finan- 

18 cial Officer of the agency. The w'aiver authority may be 

19 redelegated onl^^ to the Deputy Chief Financial Officer of 

20 the agency. 

21 “(c) For purposes of this section, ‘person’ means an 

22 individual; or sole proprietorship, partnership, corpora- 

23 tion, non-profit organization, or any other form of busi- 

24 ness association.’’. 

25 (b) The table of sections for subchapter II of chapter 

26 37 of title 31, United States Code, is amended by inserting 
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1 after the item relating to section 3720A the following new 

2 item; 

“3720B. Barring delinquent Federal debtoi-s from obtaining Federal loans or 
loan guarantees.”. 

3 Subchapter D — Expanding Collection Au- 

4 thorities and Governmentwide Cross- 

5 Servicing 

6 SEC. 501. EXPANDING COLLECTION AUTHORITIES UNDER 

7 THE DEBT COLLECTION ACT OF 1982. 

8 (a) Subsection 8(e) of the Debt Collection Act of 

9 1982 (Public Law 97-365, 31 U.S.C. 3701(d) and 5 

10 U.S.C. 5514 note) is repealed. 

1 1 (b) Section 5 of the Social Security Domestic Em- 

12 plojTnent Reform Act of 1994 (Public Law 103-387) is 

13 repealed. 

14 (e) Section 631 of the Tariff Act of 1930 (19 U.S.C. 

15 1631), is repealed. 

16 (d) Title 31, United States Code, is amended — 

17 (1) in section 3701 — 

18 (A) by amending subsection (a)(4) to read 

19 as follows: 

20 “(4) ‘executive, judicial or legislative agency’ 

21 means a department, militaiy department, agency, 

22 court, court administrative office, or instrumentality 

23 in the executive, judicial or legislative branches of 
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1 government, including government corporations.”; 

2 and 

3 (B) by adding at the end the follo^ving new 

4 subsection: 

5 “(d) Sections 3711(f) and 3716-3719 of this title do 

6 not apply to a claim or debt under, or to an amount pay- 

7 able under, the Internal Revenue Code of 1986.”; 

8 (2) b}^ amending section 3711(f) to read as fol- 

9 lows: 

10 “(f)(1) Wlien ti'jang to collect a claim of the Govern- 

11 ment, the head of an executive or legislative agency may 

12 disclose to a consumer reporting agency' information from 

13 a system of records that an indhadual is responsible for 

14 a claim if notice required by section 552a(e)(4) of title 

15 5, United States Code, indicates that information in the 

16 system may be disclosed to a consumer reporting agency. 

17 “(2) The information disclosed to a consumer report- 

18 ing agencj^ shall be limited to — 

19 “(A) information necessary to establish the 

20 identity of the indiwdual, including name, address 

21 and taxpayer identifvnng number; 

22 “(B) the amount, status, and histoiy of the 

23 claim; and 

24 “(C) the agency oi- program under which the 


25 


claim arose.”; and 
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1 (3) in section 3718 — 

2 (A) in subsection (a), striking the first 

3 sentence and inserting instead the following: 

4 “Under conditions the head of an executive, leg- 

5 islative or judicial agency considers appropriate, 

6 the head of an agency may make a contract 

7 with a person for collection service to recover 

8 indebtedness owed, or to locate or recover as- 

9 sets of, the United States Government. No head 

10 of an agenc}' may enter into a contract to locate 

11 or recover assets of the United States held by 

12 a State government or financial institution un- 

13 less that agency has established procedures ap- 

14 proved by the Secretaiy of the Treasury to 

15 identify and I'ecover such assets.”; and 

16 (B) in subsection (d), by inserting “, or to 

17 locate or recover assets of,” after “owed”. 

1 8 SEC. 502. GOVERNMENTWIDE CROSS-SERVICING. 

19 Section 3711 of title 31, United States Code, is 

20 amended by adding at the end the follo^Ung new sub- 

21 section: 

22 “(g)(1) At the discretion of the head of an executive, 

23 judicial or legislative agency, referral of a non-tax claim 

24 may be made to any executive department or agency oper- 

25 ating a debt collection center for servicing and collection 
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1 in accordance \vitli an agi'cement entered into under para- 

2 graph (2). Referral or transfer of a claim may also be 

3 made to the Secretary' of the Treasury for sei’vicing, collec- 

4 tion, compromise, and/or suspension or termination of eol- 

5 lection action. Non-tax claims referred or transferred 

6 under this section shall be sei’viced, collected, com- 

7 promised, and/or collection action suspended or termi- 

8 nated in accordance with existing statutory' requirements 

9 and authorities. 

10 “(2) Executive departments and agencies operating 

11 debt collection centers are authorized to enter into agree- 

12 ments with the heads of executive, judicial, or legislative 

13 agencies to seiwice and/or collect nontax claims referred 

14 or transferred under this subsection. The heads of other 

15 executive departments and agencies are authorized to 

16 enter into agi’eements with the Secretarj' of the Treasury 

17 for servicing or collection of referred or transferred non- 

18 tax claims or other Federal agencies operating debt collec- 

19 tion centers to obtain debt collection senices from those 

20 agencies. 

21 “(3) Any agency to wiiich non-tax claims are referred 

22 or transferred under this subsection is authorized to 

23 charge a fee sufficient to cover the full cost of implement- 

24 ing this subsection. The agency transferring or referring 

25 the non-tax claim shall be charged the fee, and the agency 
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1 charging the fee shall collect such fee retaining the 

2 amount of the fee from amounts collected pursuant to this 

3 subsection. Agencies ma\'^ agi’ee to paj' through a different 

4 method, or to fund the activity from another account or 

5 from revenue received from section 701. Amounts charged 

6 under this subsection concerning delinquent claims may 

7 be considered as costs pursuant to section 3717(e) of this 

8 title. 

9 “(4) Notwithstanding any other law concerning the 

10 depositing and collection of Federal pajunents, including 

1 1 section 3302(b) of this title, agencies collecting fees may 

12 retain the fees from amounts collected. Any fee charged 

13 pursuant to this subsection shall be deposited into an ac- 

14 count to be determined by the executive department or 

15 agency operating the debt collection center charging the 

16 fee (hereafter referred to in this section as the ‘Account’)- 

17 Amounts deposited in the Account shall be available until 

18 expended to cover costs associated with the implementa- 

19 tion and operation of Governmentwide debt collection ac- 

20 tivities. Costs properly chargeable to the Account include, 

21 but are not limited to — 

22 “(A) the costs of computer hardware and soft- 

23 ware, Avord processing and telecommunications 

24 equipment, other equipment, supplies, and furniture; 

25 “(B) personnel training and travel costs; 
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1 “(C) other personnel and administrative costs; 

2 “(D) the costs of any contract for identification, 

3 billing, or collection sendees; and 

4 “(E) reasonable costs incurred by the Secretary 

5 of the Treasmy, including but not limited to, seiV- 

6 ices and utilities pronded by the Secretari’, and ad- 

7 ministration of the Account. 

8 “(5) Not later than Januaiy 1 of each year, there 

9 shall be deposited into the Treasury as miscellaneous re- 

10 ceipts, an amount equal to the amount of unobligated bal- 

1 1 ances remaining in the Account at the close of business 

12 on September 30 of the preceding year minus any part 

13 of such balance that the e.xeeutive department or agency 

14 operating the debt collection center determines is nee- 

15 essar}' to cover or defray the costs under this subsection 

16 for the fiscal year in which the deposit is made. 

17 “(6)(A) The head of an executive, legislative, or judi- 

18 eial agenc^^ shall transfer to the Secretary of the Treasui-y 

19 all non-tax claims over 180 daj'S delinquent for additional 

20 collection action and/or closeout. 

21 “(B) Subparagi-aph (A) shall not apply — 

22 “(i) to claims that — 


23 


“(I) are in litigation or foreclosure; 
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1 “(11) are eligible for disposition under the 

2 loan sales programs of a Federal department or 

3 agency; 

4 “(HI) have been referred to a private col- 

5 lection contractor for collection; 

6 “(W) are being collected under internal 

7 offset procedures; 

8 “(V) have been referred to the Department 

9 of the Treasury, the Department of Defense, 

10 the United States Postal Service, or disbursing 

11 official of the United States designated by Sec- 

12 retary of the Treasury for administrative offset; 

13 “(VI) have been retained by an executive 

14 agency in a debt collection center; or 

15 “(VII) have been referred to another agen- 

16 cy for collection; 

17 “(ii) to claims which may be collected after the 

18 180-day period in accordance \vith specific statutory 

19 authority or procedural guidelines, provided that the 

20 head of an executive, legislative, or judicial agency 

21 provides notice of such claims to the Secretary" of the 

22 Treasury; and 

23 “(iii) to other specific class of claims as deter- 

24 mined by the Secretary of the Treasury at the re- 

25 quest of the head of an agency or otherwise. 
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1 “(C) The head of an executive, legislative, or judicial 

2 agency shall transfer to the Secretary of the Treasury all 

3 non-tax claims on which the agency has ceased collection 

4 activity. The Secretary may exempt specific classes of 

5 claims from this requirement, at the request of the head 

6 of an agency, or otherwise. The Secretary shall review 

7 transferred claims to determine if additional collection ae- 

8 tion is warranted. The Secretary may, in accordance with 

9 section 6050P of title 26, United States Code, report to 

10 the Internal Revenue Service on behalf of the creditor 

11 agency any claims that have been discharged within the 

12 meaning of such section. 

13 “(7) At the end of each calendar year, the head of 

14 an executive, legislative, or judicial agency which, regard- 

15 ing a claim owed to the agency, is required to report a 

16 discharge of indebtedness as income under the 6050P of 

17 title 26, United States Code, shall either complete the ap- 

18 propriate form 1099 or submit to the Secretary of the 

19 Treasury such information as is necessary for the Sec- 

20 retary of the Treasury to complete the appropriate form 

21 1099. The Secretary of the Treasury shall incorporate this 

22 information into the appropriate form and submit the in- 

23 formation to the taxpayer and Internal Revenue Service. 

24 “(8) To carry out the purposes of this subsection, the 

25 Secretary of the Treasury is authorized — 
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1 “(A) to prescribe such rules, regulations, and 

2 procedures as the Secretary deems necessary; and 

3 “(B) to designate debt collection centers oper- 

4 ated by other Federal agencies.”. 

5 SEC. 503. COMPROMISE OF CLAIMS. 

6 Section 11 of the Administrative Dispute Resolution 

7 Act (Public Law 101-552, 104 Stat. 2736, 5 U.S.C. 581 

8 note) is amended by adding at the end thereof the follow- 

9 ing sentence: “This section shall not apply to section 8(b) 

10 of this Act.”. 

1 1 Subchapter E — Federal Civil Monetary 

12 Penalties 

13 SEC. 601. ADJUSTING FEDERAL CIVIL MONETARY PEN- 

14 ALTIES FOR INFLATION. 

15 (a) The Federal Civil Penalties Inflation Adjustment 

16 Act of 1990 (Public Law 101-410, 104 Stat. 890; 28 

17 U.S.C. 2461 note) is amended — 

18 (1) by amending section 4 to read as follows: 

19 “Sec. 4. The head of each agency shall, not later 

20 than 180 days after the date of enactment of the Debt 

21 Collection Improvement Act of 1995, and at least once 

22 every 4 years thereafter, by regulation adjust each civil 

23 monetary penalty provided by law within the jurisdiction 

24 of the Federal agency, except for any penalty under title 

25 26, United States Code, bj"^ the inflation adjustment de- 
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1 scribed under section 5 of this Act and publish each such 

2 regulation in the Federal Register.”; 

3 (2) in section 5(a), by striking “The adjustment 

4 described under paragraphs (4) and (5)(A) of see- 

5 tion 4” and inserting “The inflation adjustment”; 

6 and 

7 (3) by adding at the end the following new sec- 

8 tion: 

9 “Sec. 7. Any increase to a civil monetary penalty re- 

10 suiting from this Act shall apply only to violations which 

1 1 occur after the date any such increase takes effect.”. 

12 (b) The initial adjustment of a civil monetary penalty 

13 made pursuant to section 4 of Federal Civil Penalties In- 

14 flation Adjustment Act of 1990 (as amended by subsection 

15 (a)) may not exceed 10 percent of such penalty, 

16 Subchapter F — Gain Sharing 

1 7 SEC. 701. DEBT COLLECTION IMPROVEMENT ACCOUNT. 

18 (a) Title 31, United States Code, is amended bj- iii- 

19 serting after section 3720B the following new section: 

20 “§ 3720C. Debt Collection Improvement Account 

21 “(a)(1) There is hereby established in the Treasury 

22 a special fund to be known as the ‘Debt Collection Im- 

23 provement Account’ (hereinafter referred to as the ‘Ac- 

24 count’). 
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1 “(2) The Account shall be maintained and managed 

2 by the Secretary of the Treasury, who shall ensure that 

3 programs are credited with the amounts described in sub- 

4 section (b) and with allocations described in subsection 

5 (c). 

6 “(b)(1) Not later than 30 days after the end of a 

7 fiscal year, an agency other than the Department of Jus- 

8 tiee is authorized to transfer to the Account a dividend 

9 not to exceed one percent of the debt collection improve- 

10 ment amount as described in paragraph (3). 

11 “(2) Agency transfers to the Account may include 

12 collections from — 

13 “(A) salary, administrative and tax referral off- 

14 sets; 

15 “(B) automated levy authority; 

16 “(C) the Department of Justice; and 

17 “(D) private collection agencies. 

18 “(3) For purposes of this section, the term ‘debt col- 

19 lection improvement amount’ means the amount by which 

20 the collection of delinquent debt vnth respect to a particu- 

21 lar program during a fiscal year exceeds the delinquent 

22 debt baseline for such program for such fiscal year. The 

23 Office of Management and Budget shall determine the 

24 baseline from which increased collections are measured 

25 over the prior fiscal year, taking into account the rec- 
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1 omraendations made by the Secretary of the Treasury in 

2 consultation with creditor agencies. 

3 “(e)(1) The Secretary of the Treasury is authorized 

4 to make payments from the Account solely to reimburse 

5 agencies for qualified expenses. For agencies uith fran- 

6 chise funds, payments may be credited to subaccounts des- 

7 ignated for debt collection. 

8 “(2) For purposes of this paragraph, the term ‘quali- 

9 fied expenses’ means expenditures for the improvement of 

10 tax administration and agency debt collection and debt re- 

1 1 covery activities including, but not limited to, account 

12 servicing (including cross-servicing under section 502 of 

13 the Debt Collection Improvement Act of 1955), automatic 

14 data processing equipment acquisitions, delinquent debt 

15 collection, measures to minimize delinquent debt, asset 

16 disposition, and training of personnel involved in credit 

17 and debt management. 

18 “(3) Payments made to agencies pursuant to para- 

19 graph (1) shall be in proportion to their contributions to 

20 the Account. 

21 “(4)(A) Amounts in the Account shall be available 

22 to the Secretaiy of the Treasuiy to the extent and in the 

23 amounts provided in advance in appropriation Acts, for 

24 purposes of this section. Such amounts are authorized to 

25 be appropriated mthout fiscal year limitation. 
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1 “(B) As soon as practicable after the end of third 

2 fiscal year after which appropriations are made pursuant 

3 to this section, and every 3 years thereafter, any unappro- 

4 priated balance in the account as determined by the Sec- 

5 retary of the Treasury in consultation wth agencies, shall 

6 be transferred to the Treasury general fund as miscellane- 

7 ous receipts. 

8 “(d) For direct loan and loan guarantee programs 

9 subject to title V of the Congressional Budget Act of 1974, 

10 amounts credited in accordance wth subsection (c) shall 

11 be considered administrative costs and shall not be in- 

12 eluded in the estimated payments to the Government for 

1 3 the purpose of calculating the cost of such programs. 

14 “(e) The Secretaiy of the Treasuiy shall prescribe 

15 such rules, regulations, and procedures as the Secretaiy 

16 deems necessary or appropriate to carry out the purposes 

17 of this section.”. 

18 (b) The table of sections for subchapter II of chapter 

19 37 of title 31, United States Code, is amended by inserting 

20 after the item relating to section 3720B the followng new 

21 item; 

“3720C. Debt Collection Improvement Account.". 



34 


33 

1 Subchapter G — Tax Refund Offset Authority 

2 SEC. 801. OFFSET OF TAX REFUND PAYMENT BY DISBURS- 

3 ING OFFICIALS. 

4 Section 3720A(h) of title 31, United States Code, is 

5 amended to read as follows: 

6 “(h)(1) The term ‘Secretary of the Treasurer’ may in- 

7 elude the disbursing official of the Department of the 

8 Treasury. 

9 “(2) The disbursing official of the Department of the 

10 Treasury — 

11 “(A) shall notify a taxpa3'er in writing of — 

12 “(i) the occurrence of an offset to satisfy 

1 3 a past-due legally enforceable non-tax debt; 

14 “(ii) the identity of the creditor agency re- 

15 questing the offset; and 

16 “(iii) a contact point ivithin the creditor 

17 agency that will handle concerns regarding the 

18 offset; 

19 “(B) shall notify the Internal Revenue Service 

20 on a weekly basis of — 

21 “(i) the occurrence of an offset to satisfy 

22 a past-due legally enforceable non-tax debt; 

23 “(ii) the amount of such offset; and 

24 “(iii) anj' other information required by 


25 


regulations; and 
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1 “(C) shall match pajmient records with requests 

2 for offset by using a name control, taxpaj^er identify- 

3 ing number (as defined in 26 U.S.C. 6109), and any 

4 other necessary identifiers.”. 

5 SEC. 802. EXPANDING TAX REFUND OFFSET AUTHORITY. 

6 (a) Section 3720A of title 31, United States Code, 

7 is amended by adding after subsection (h) the following 

8 new subsection: 

9 “(i) An agency subject to section 9 of the Act of May 

10 18, 1933 (16 U.S.C. 831h) may implement this section 

11 at its discretion.”. 

12 (b) Section 6402(f) of title 26, United States Code, 

13 is amended to read as follows: 

14 “(f) Federal Agency. — For purposes of this sec- 

15 tion, the term ‘Federal agency’ means a department, agen- 

16 cy, or instrumentality of the United States, and includes 

17 a government corporation (as such term is defined in sec- 

18 tion 103 of title 5, United States Code).”. 

19 SEC. 803. EXPANDING AUTHORITY TO COLLECT PAST-DUE 

20 SUPPORT. 

21 (a) Section 3720A(a) of title 31, United States Code, 

22 is amended to read as follows; 

23 “(a) Any Federal agency that is owed by a named 

24 person a past-due, legally enforceable debt (including past- 

25 due support and debt administered by a third party acting 
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1 as an agent for the Federal Government) shall, in accord- 

2 ance with regulations issued pursuant to subsections (b) 

3 and (d), notify the Secretary of the Treasury at least once 

4 a year of the amount of such debt.”. 

5 (b) Section 664(a) of the Act of August 13, 1935, 

6 as amended (42 U.S.C. 664(a)) is amended — 

7 (1) in paragraph (1), by adding at the end 

8 thereof the following; “This subsection may be im- 

9 plemented by the Secretary' of the Treasury in ac- 

10 cordance with section 3720A of title 31, United 

11 States Code.”; and 

12 (2) in paragraph (2)(A), by adding at the end 

13 thereof the following: “This subsection may be im- 

14 plemented by the Secretary of the Treasury in ac- 

15 cordance with section 3720A of title 31, United 

16 States Code.”. 

17 Subchapter H — Definitions, Due Process 

18 Rights, and Severability 

1 9 SEC. 901. TECHNICAL AMENDMENTS TO DEFINITIONS. 

20 Section 3701 of title 31, United States Code, is 

21 amended — 

22 (1) by amending subsection (a)(1) to read as 

23 follows: 

24 “(1) ‘administrative offset’ means wthholding 

25 money payable by the United States (including 
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1 money payable by tbe United States on behalf of a 

2 State government) to, or held by the United States 

3 for, a person to satisfy a claim.”; 

4 (2) by amending subsection (a)(4) to read as 

5 follows: 

6 “(4) ‘executive, judicial, or legislative agency’ 

7 means a department, agency, court, court adminis- 

8 trative office, or instrumentality in the executive, ju- 

9 dieial, or legislative branches of government, includ- 

10 ing government corporations.”; 

11 (3) by amending subsection (b) to read as fol- 

12 lows: 

13 “(b)(1) The term ‘claim’ or ‘debt’ means any amount 

14 of money or property that has been determined by an ap- 

15 propriate official of the Federal Government to be owed 

16 to the United States by a person, organization, or entity 

17 other than another Federal agency. A claim includes, with- 

18 out limitation, money owed on account of loans insured 

19 or guaranteed by the Government, non-appropriated 

20 funds, over-payments, any amount the United States is 

21 authorized by statute to collect for the benefit of any per- 

22 son, and other amounts of money or property due the Gov- 

23 emment. 

24 “(2) For purposes of section 3716 of this title, the 

25 term ‘claim’ also includes an amount of money or property 
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1 owed by a person to a State, the District of Columbia, 

2 American Samoa, the United States Virgin Islands, the 

3 Commonwealth of the Northern Mariana Islands, or the 

4 Commonwealth of Puerto Rieo.”; 

5 (4) by adding after subsection (d) the following 

6 new subsection: 

7 “(e) In section 3716 of this title — 

8 “(1) ‘creditor agency’ means any entity owed a 

9 claim that seeks to collect that claim through admin- 

10 istrative offset; and 

11 “(2) ‘payment certifying agency’ means any 

12 Federal department, agency, or instrumentality and 

13 government corporation, that has transmitted a 

14 voucher to a disbursing official for disbursement.”. 

15 SEC. 902, SEVERABILITY. 

16 If any provision of this title, or the amendments made 

17 by this title, or the application of any provision to any 

18 entity, person, or circumstance is for any reason adjudged 

19 by a court of competent jurisdiction to be invalid, the re- 

20 mainder of this title, and the amendments made by this 

21 title, or its application shall not be affected. 

22 Subchapter I — Reporting 

23 SEC. 1001. MONITORING AND REPORTING. 

24 (a) The Secretary of the Treasury, in consultation 

25 with concerned Federal agencies, is authorized to establish 



39 


38 

1 guidelines, including information on outstanding debt, to 

2 assist agencies in the performance and monitoring of debt 

3 collection activities. 

4 (b) Not later than three years after the date of enact- 

5 ment of this Act, the Secretaiy of the Treasurj^ shall re- 

6 port to the Congress on collection services provided by 

7 Federal agencies or entities collecting debt on behalf of 

8 other Federal agencies under the authorities contained in 

9 section 3711(g) of title 31, United States Code, as added 

10 by section 502 of this Act. 

11 (c) Section 3719 of title 31, United States Code, is 

12 amended — 

13 (1) in subsection (a) — 

14 (A) by amending the first sentence to read 

15 as follows: “In consultation with the Comptrol- 

16 ler General, the Secretai^^ of the Treasuiy shall 

17 prescribe regulations requiring the head of each 

18 agency with outstanding non-tax claims to pre- 

19 pare and submit to the Secretary' at least once 

20 a year a report summarizing the status of loans 

21 and accounts receivable managed by the head of 

22 the agency.”; and 

23 (B) in paragraph (3), bj'’ striking “Direc- 

24 tor” and inserting “Secretary”; and 
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1 (2) in subsection (b), by striking “Director” 

2 and inserting “Secretaiy”. 

3 (d) Notwithstanding any other provision of law, the 

4 Secretary of the Treasun,'^ is authorized to consolidate all 

5 reports concerning debt collection into one annual report. 

6 TITLE II— JUSTICE DEBT 

7 MANAGEMENT 

8 Subchapter A — Private Attorneys 

9 SEC. 1101. EXPANDED USE OF PRIVATE ATTORNEYS. 

10 (a) Section 3718(b)(1)(A) of title 31, United States 

1 1 Code, is amended by striking the fourth sentence. 

12 (b) Sections 3 and 5 of the Federal Debt Recoveiy 

13 Act (Public Law 99-578, 100 Stat. 3305) are hereby re- 

14 pealed. 

15 Subchapter B — Nonjudicial Foreclosure 

1 6 SEC. 1201. NONJUDICIAL FORECLOSURE OF MORTGAGES. 

17 Chapter 176 of title 28 of the United States Code 

18 is amended by adding at the end thereof the following: 

19 “Subchapter E — Nonjudicial Foreclosure 

“3401. Definitions. 

“3402. Rules of construction. 

“3403. Election of procedure. 

“3404. Designation of foreclosure tiustee. 

“3405. Notice of foreclosure sale; statute of limitations. 

“3406. Sertice of notice of foreclosure sale. 

“3407. Cancellation of foreclosure sale. 

“3408. Stay. 

“3409, Conduct of sale; postponement. 

“3410. Transfer of title and possession. 

“3411. Record of foreclosure and sale. 

“3412. Effect of sale. 
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“3413. Disposition of sale proceeds. 

“3414. Deficiency judgment. 

1 "§3401.Dennitions 

2 “As used in this subchapter — 

3 “(1) ‘agency’ means — 

4 “(A) an executive department as defined in 

5 section 101 of title 5, United States Code; 

6 “(B) an independent establishment as de- 

7 fined in section 104 of title 5, United States 

8 Code (except that it shall not include the Gen- 

9 eral Accounting Office); 

10 “(C) a military department as defined in 

11 section 102 of title 5, United States Code; and 

12 “(D) a wholly owned government corpora- 

13 tion as defined in section 9101(3) of title 31, 

14 United States Code. 

15 “(2) ‘agency head’ means the head and any as- 

16 sistant head of an agency, and maj^ upon the des- 

17 ignation by the head of an agency include the chief 

18 official of any principal division of an agency or any 

19 other employee of an agency. 

20 “(3) ‘bona fide purchaser’ means a purchaser 

21 for value in good faith and without notice of any ad- 

22 verse claim who acquires the seller’s interest free of 

23 any adverse claim. 
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1 “(4) ‘debt instranient’ means a note, mortgage 

2 bond, guaranty or other instrument creating a debt 

3 or other obligation, including any instrument incor- 

4 porated by reference therein and any instrument or 

5 agreement amending or modifying a debt instru- 

6 ment. 

7 “(5) ‘file’ or ‘filing’ means docketing, indexing, 

8 recording, or registering, or any other requirement 

9 for perfecting a mortgage or a judgment. 

10 “(6) ‘foreclosure trustee’ means an individual, 

11 partnership, association, or corporation, or any em- 

12 ployee thereof, including a successor, appointed by 

13 the agency head to conduct a foreclosure sale pursu- 

14 ant to this subchapter. 

15 “(7) ‘mortgage’ means a deed of trust, deed to 

16 secure debt, security agreement, or any other form 

17 of instrument under which any interest in real prop- 

18 erty, including leaseholds, life estates, reversionary 

19 interests, and any other estates under applicable law 

20 is conveyed in trust, mortgaged, encumbered, 

21 pledged or otherwise rendered subject to a lien, for 

22 the purpose of securing the payment of money or the 

23 performance of any other obligation. 

24 “(8) ‘of record’ means an interest recorded pur- 

25 suant to Federal or State statutes that provide for 
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1 official recording of deeds, mortgages and judg- 

2 ments, and that establish the effect of such records 

3 as notice to creditors, purchasers, and other inter- 

4 ested persons. 

5 “(9) ‘owner’ means any person who has an 

6 ownership interest in property and ineludes heirs, 

7 devisees, executors, administrators, and other per- 

8 sonal representatives, and trustees of testamentary 

9 trusts if the owner of record is deceased. 

10 “(10) ‘sale’ means a sale conducted pursuant to 

11 this subchapter, unless the context requires other- 

12 wise. 

13 “(11) ‘security property’ means real property, 

14 or any interest in real property including leaseholds, 

15 life estates, reversionary interests, and any other es- 

16 tates under applicable State law that secure a mort- 

17 gage. 

18 “§ 3402. Rules of construction 

19 “(a) In General. — If an agency head elects to pro- 

20 ceed under this subchapter, this subehapter shall apply 

21 and the provisions of this subchapter shall govern in the 

22 event of a conflict with any other provision of Federal law 

23 or State law. 

24 “(b) Limitation. — This subchapter shall not be con- 

25 strued to supersede or modify the operation of — 
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1 “(1) the lease-back/buy-baek provisions under 

2 section 1985 of title 7, United States Code, or regu- 

3 lations promulgated thereunder; or 

4 “(2) The Multifamily Mortgage Foreclosure Act 

5 of 1981 (chapter 38 of title 12, United States Code). 

6 “(c) Effect on Other Laws. — This subchapter 

7 shall not be construed to curtail or limit the rights of the 

8 United States or any of its agencies — 

9 “(1) to foreclose a mortgage under any other 

10 provision of Federal law or State law; or 

11 “(2) to enforce any right under Federal law or 

12 State law in lieu of or in addition to foreclosure, in- 

13 eluding any right to obtain a monetary judgment. 

14 “(d) Application to Mortgages. — T he provisions 

15 of this subchapter may be used to foreclose any mortgage, 

1 6 whether executed prior or subsequent to the effective date 

17 of this subchapter. 

18 “§ 3403. Election of procedure 

19 “(a) Security Property Subject to Fore- 

20 CLOSURE. — ^An agency head may foreclose a mortgage 

21 upon the breach of a covenant or condition in a debt in- 

22 strument or mortgage for which acceleration or foreclosure 

23 is authorized. An agency head may not institute fore- 

24 closure proceedings on the mortgage under any other pro- 

25 vision of law, or refer such mortgage for litigation, during 
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1 the pendency of foreclosure proceedings pursuant to this 

2 subchapter. 

3 “(b) Effect of Cancellation of Sale. — If a 

4 foreclosure sale is canceled pursuant to section 3407, the 

5 agency head may thereafter foreclose on the security prop- 

6 erty in any manner authorized by law. 

7 “§ 3404. Designation of foreclosure trustee 

8 “(a) In General. — ^A n agency head shall designate 

9 a foreclosure trustee who shall supersede any trustee des- 

10 ignated in the mortgage. A foreclosure trustee designated 

11 under this section shall have a nonjudicial power of sale 

12 pursuant to this subehapter. 

13 “(b) Designation op Foreclosure Trustee. — 

14 “(1) An agency head may designate as fore- 

15 closure trustee — 

16 “(A) an officer or emploj^ee of the agency; 

17 “(B) an individual who is a resident of the 

18 State in which the security property is located; 

19 or 

20 “(C) a partnership, association, or corpora- 

21 tion, provided such entity is authorized to 

22 transact business under the laws of the State in 

23 which the security property is located. 
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1 “(2) The agency head is authorized to enter 

2 into personal services and other contracts not incon- 

3 sistent with this subchapter. 

4 “(c) Method op Designation. — A n agency head 

5 shall designate the foreclosure trustee in writing. The fore- 

6 closure trustee may be designated by name, title, or posi- 

7 tion. An agency head may designate one or more fore- 

8 closure trustees for the purpose of proceeding with mul- 

9 tiple foreclosures or a class of foreclosures. 

10 “(d) Availability op Designation. — ^A n agency 

1 1 head may designate such foreclosure trustees as the agen- 

12 cy head deems necessary to carry out the purposes of this 

13 subehapter. 

14 “(e) Multiple Foreclosure Trustees Author- 

15 IZED. — An agency head may designate multiple fore- 

16 closure trustees for different tracts of a secured property. 

17 “(f) Removal of Foreclosure Trustees; Suc- 

18 CESSOR Foreclosure Trustees. — An agency head 

1 9 may, with or without cause or notice, remove a foreclosure 

20 trustee and designate a successor trustee as provided in 

21 this section. The foreclosure sale shall continue without 

22 prejudice notwithstanding the removal of the foreclosure 

23 trustee and designation of a successor foreclosure trustee. 

24 Nothing in this section shall be construed to prohibit a 
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1 successor foreclosure trustee from postponing the fore- 

2 closure sale in accordance with this subchapter. 

3 ‘*§3405. Notice of foreclosure sale; statute of limita- 

4 tions 

5 “(a) In General. — 

6 “(1) Not earlier than 21 days nor later than 

7 ten years after acceleration of a debt instrument or 

8 demand on a guaranty, the foreclosure trustee shall 

9 serve a notice of foreclosure sale in accordance with 

10 this subehapter. 

11 “(2) For purposes of computing the time period 

12 under paragraph (1), there shall be excluded all pe- 

13 riods during which there is in effect — 

14 “(A) a judicially imposed stay of fore- 

15 closure; or 

16 “(B) a stay imposed by section 362 of title 

17 11, United States Code. 

18 “(3) In the event of partial payment or written 

19 acknowledgement of the debt after acceleration of 

20 the debt instrument, the right to forecloseure shall 

21 be deemed to accrue again at the time of each such 

22 payment or acknowledgement. 

23 “(b) Notice of Foreclosure Sale. — The notice 

24 of foreclosure sale shall include the following: 
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1 “(1) the name, title, and business address of 

2 the foreclosure trustee as of the date of the notice; 

3 “(2) the names of the original parties to the 

4 debt instrument and the mortgage, and any assign- 

5 ees of the mortgagor of record; 

6 “(3) the street address or location of the secu- 

7 rity property, and a generally accepted designation 

8 used to describe the security property, or so much 

9 thereof as is to be offered for sale, sufficient to iden- 

10 tify the property to be sold; 

11 “(4) the date of the mortgage, the office in 

12 which the mortgage is filed, and the location of the 

13 filing of the mortgage; 

14 “(5) the default or defaults upon which fore- 

15 closure is based, and the date of the acceleration of 

16 the debt instrument; 

17 “(6) the date, time, and place of the foreclosure 

1 8 sale; 

19 “(7) a statement that the foreclosure is being 

20 conducted in accordance with this subchapter; 

21 “(8) the types of costs, if any, to be paid by the 

22 purchaser upon transfer of title; and 

23 “(9) the terms and conditions of sale, including 

24 the method and time of payment of the foreclosure 

25 purchase price. 
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1 "§ 3406. Service of notice of foreclosure sale 

2 “(a) Record Notice. — ^At least 21 days prior to the 

3 date of the foreclosure sale, the notice of foreclosure sale 

4 required by section 3405 shall be filed in the manner au- 

5 thorized for filing a notice of an action concerning real 

6 property according to the law of the State where the secu- 

7 rity property is located or, if none, in the manner author- 

8 ized by section 3201 of this chapter. 

9 “(b) Notice by Mail. — 

10 “(1) At least 21 days prior to the date of the 

11 foreclosure sale, the notice set forth in section 3405 

12 shall be sent by registered or certified mail, return 

13 receipt requested — 

14 “(A) to the current owner of record of the 

15 security property as the record appears on the 

16 date that the notice of foreclosure sale is re- 

17 corded pursuant to subsection (a); 

18 “(B) to all debtors, including the mortga- 

19 gor, assignees of the mortgagor and guarantors 

20 of the debt instrument; 

21 “(C) to all persons having liens, interests 

22 or encumbrances of record upon the security 

23 property, as the record appears on the date that 

24 the notice of foreclosure sale is recorded pursu- 

25 ant to subsection (a); and 
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1 “(D) to any occupants of the security 

2 property. If the names of the occupants of the 

3 security property are not known to the agency, 

4 or the security property has more than one 

5 dwelling unit, the notice shall be posted at the 

6 security property. 

7 “(2) The notice shall be sent to the debtor at 

8 the address, if any, set forth in the debt instrument 

9 or mortgage as the place to which notice is to be 

10 sent, and if different, to the debtor’s last known ad- 

11 dress as sho^vn in the mortgage record of the agen- 

12 cy. The notice shall be sent to any person other than 

13 the debtor to that person’s address of record or, if 

14 there is no address of record, to any address at 

15 which the agency in good faith believes the notice is 

16 likely to come to that person’s attention. 

17 “(3) Notice by mail pursuant to this subsection 

1 8 shall be effective upon mailing. 

19 “(e) Notice by Publication. — The notice of the 

20 foreclosure sale shall be published at least once a week 

21 for each of three successive weeks prior to the sale in at 

22 least one newspaper of general circulation in any county 

23 or counties in which the security property is located. If 

24 there is no newspaper published at least weekly that has 

25 a general circulation in at least one county in which the 
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1 security property is located, copies of the notice of fore- 

2 closure sale shall instead be posted at least 21 days prior 

3 to the sale at the courthouse of any county or counties 

4 in which the property is located and the place where the 

5 sale is to be held. 

6 "§ 3407. Cancellation of foreclosure sale 

7 “(a) In General. — ^At anj' time prior to the fore- 

8 closure sale, the foreclosure trustee shall cancel the sale — 

9 “(1) if the debtor or the holder of any subordi- 

10 nate interest in the security property tenders the 

11 performance due under the debt instrument and 

12 mortgage, including any amounts due because of the 

13 exercise of the right to accelerate, and the expenses 

14 of proceeding to foreclosure incurred to the time of 

15 tender; or 

16 “(2) if the security property is a dwelling of 

17 four units or fewer, and the debtor: 

18 “(A) pays or tenders all sums which would 

19 have been due at the time of tender in the ab- 

20 sence of any acceleration; 

21 “(B) performs any other obligation which 

22 would have been required in the absence of any 

23 acceleration; and 
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1 “(C) pays or tenders all costs of fore- 

2 closure incurred for which pajnnent from the 

3 proceeds of the sale would be allowed; or 

4 “(3) for 003”^ reason approved b3^ the agency 

5 head. 

6 “(b) Limitation. — The debtor ma}^ not, wthout the 

7 approval of the agenc3^ head, cure the default under sub- 

8 section (a)(2) if, within the preceding 12 months, the debt- 

9 or has cured a default after being ser\'ed with a notice 

10 of foreclosure sale pursuant to this subchapter. 

11 “(c) Notice op Cancellation. — The foreclosure 

12 tnistee shall file a notice of the cancellation in the same 

13 place and manner provided for the filing of the notice of 

14 foreclosure sale under section 3406(a). 

15 “§3408. Stay 

16 “If, prior to the time of sale, foreclosure proceedings 

17 under this subchapter are sta3-cd in aiiy manner, including 

18 the filing of bankniptCA^, no person 11103' thereafter cure 

19 the default under the proihsions of section 3407(a)(2). If 

20 the default is not cured at the time a stai' is terminated, 

21 the foreclosure trustee shall proceed to sell the security 

22 property as provided in this subchapter. 

23 “§ 3409. Conduct of sale; postponement 

24 “(a) Sale Procedures. — Foreclosure sale pursuant 

25 to this subchapter shall be at public auction and shall be 
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1 scheduled to begin at a time between the hours of 9:00 

2 a.m. and 4:00 p.m. local time. The foreclosure sale shall 

3 be held at the location specified in the notice of foreclosure 

4 sale, which shall be a location where real estate foreclosure 

5 auctions are customarily held in the county or one of the 

6 counties in which the property to be sold is located or at 

7 a courthouse therein, or upon the property to be sold. Sale 

8 of security property situated in two or more counties may 

9 be held in any one of the counties in which any part of 

10 the security property is situated. The foreclosure trustee 

1 1 may designate the order in whicli multiple tracts of secu- 

12 rity property are sold. 

13 “(b) Bidding Rei^girements. — ^^V ritten one-price 

14 sealed bids shall be accepted by the foreclosure trustee, 

15 if submitted by the agency head or other persons for entry 

16 by announcement by tlie foreclosure trustee at the sale. 

17 The sealed bids shall be submitted in accordance wth the 

18 terms set forth in the notice of foreclosure sale. The agen- 

19 cy head or ajiy other person may bid at the foreclosure 

20 sale, even if the agency head or other pei'son previously 

21 submitted a witten one-price bid. The agency head may 

22 bid a credit against the debt due ^\^thout the tender or 

23 payment of cash. The foi’eclosure trustee may seiwe as 

24 auctioneer, or may employ an auctioneer who may be paid 

25 from the sale proceeds. If an auctioneer is employed, the 
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1 foreclosure trastee is not required to attend the sale. The 

2 foreclosure trustee or an auctioneer may bid as directed 

3 by the agency head. 

4 “(c) Postponement op Sale. — The foreclosure 

5 trustee shall have discretion, prior to or at the time of 

6 sale, to postpone the foreclosure .sale. The foreclosure 

7 trustee maj^ postpone a sale to a later hour the same day 

8 by announcing or posting the new time and place of the 

9 foreclosure sale at the time and place originally scheduled 

10 for the foreclosure sale. The foreclosure trustee may in- 

1 1 stead postpone the foreclosure sale for not feiver than 9 

12 nor more than 31 days, by sennng notice that the fore- 

13 closure sale has been postponed to a specified date, and 

14 the notice may include any reiisions the foreclosure trust- 

15 ee deems appropriate. The notice shall be sei-ved by publi- 

16 cation, mailing, and posting in accordance with section 

17 3406 (b) and (c), except that publication may be made 

18 on anj^ of three separate days prior to the new date of 

19 the foreclosure sale, and mailing may be made at any time 

20 at least 7 days prior to the new date of the foreclosure 

21 sale. 

22 “(d) Liability of Successful Bidder Who Fails 

23 To Comply. — The foreclosure tmstee may require a bid- 

24 der to make a cash deposit before the bid is accepted. The 

25 amount or percentage of the cash deposit shall be stated 



55 


54 

1 by the foreclosure tnistee in the notice of foreclosure sale. 

2 A successful bidder at the foreclosure sale who fails to 

3 comply with the terms of the sale shall forfeit the cash 

4 deposit or, at the election of the foreclosure trustee, shall 

5 be liable to the agency on a subsequent sale of the prop- 

6 erty for all net losses incurred b\' the agency as a result 

7 of such failure. 

8 “(e) Effect op Sale. — A ny foreclosure sale held in 

9 accordance with this subehapter shall be conclusively pre- 

10 sumed to have been conducted in a legal, fair, and com- 

1 1 mercially reasonable manner. The sale price shall be con- 

12 clusively presumed to constitute the reasonably equivalent 

13 value of the security property. 

14 “§ 3410. Transfer of title and possession 

15 “(a) Deed. — After receipt of the purchase price in 

16 accordance with the terms of the sale as provided in the 

17 notice of foreclosure sale, the foi-eclosure trustee shall exe- 

18 cute and deliver to the purchaser a deed conveying the 

19 security property to the purchaser that grants and conveys 

20 title to the security property without warranty or cov- 

21 enants to the purchaser. The execution of the foreclosure 

22 trustee’s deed shall have the effect of conve^^ng all of the 

23 right, title, and interest in the security property covered 

24 by the mortgage. Notwithstanding any other law to the 

25 contrary, the foreclosure tmstee’s deed shall be a convey- 
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1 ance of the security property and not a quitclaim. No judi- 

2 cial proceeding shall be required ancillary or supple- 

3 mentary to the procedures piwdded in this subchapter to 

4 establish the validity of the conveyance. 

5 “(b) Death op Purchaser Prior to Consumma- 

6 TION OP Sale. — If a purchaser dies before execution and 

7 delivery of the deed couveving the security property to the 

8 purchaser, the foreclosure trustee shall execute and deliver 

9 the deed to the representative of the purchaser’s estate 

10 upon payment of the purchase price in accordance ivith 

11 the terms of sale. Such delivery to the representative of 

12 the purchaser’s estate shall have the same effect as if ac- 

13 complished during the lifetime of the purchaser. 

14 “(e) Purchaser Considered Bona Fide Pur- 

15 CHASER Without Notice. — The purchaser of property 

16 under this subchapter shall be presumed to be a bona fide 

17 purchaser without notice of defects, if anj'’, in the title con- 

18 veyed to the purchaser. 

19 “(d) Possession by Purchaser; Continuing In- 

20 TERESTS. — purchaser at a foreclosure sale conducted 

21 pursuant to this subchapter shall be entitled to possession 

22 upon passage of title to the security property, subject to 

23 any interest or interests senior to that of the mortgage. 

24 The right to possession of any person uithout an interest 

25 senior to the mortgage who is in possession of the property 
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1 shall terminate immediately upon the passage of title to 

2 the security property, and the person sliall vacate the secu- 

3 rity property immediately. The purchaser shall be entitled 

4 to take any steps available under Federal law or State law 

5 to obtain possession. 

6 “(e) Right op Redemption; Right of Posses- 

7 SION. — This subehapter shall preempt all Federal and 

8 State rights of redemption, statutoiy, or common law. 

9 Upon conclusion of the public auction of the security prop- 

10 erty, no person shall have a right of redemption. 

11 “(f) Prohibition op Imposition of Tax on Con- 

12 t^YANCE BY THE UNITED STATES OR AGENCY THERE- 

13 OF. — No tax, or fee in the nature of a tax, for the transfer 

14 of title to the security property by the foreclosure trustee’s 

15 deed shall be imposed upon or collected from the fore- 

16 closure trustee or the pui’chaser by any State or political 

17 subdivision thereof. 

18 “§3411. Record of foreclosure and sale 

19 “(a) Recital Requirements. — The foreclosure 

20 trustee shall recite in the deed to the purchaser, or in an 

21 addendum to the foreclosure trustee’s deed, or shall pre- 

22 pare an affidavit stating — 

23 “(1) the date, time, and place of sale; 
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1 “(2) the date of the mortgage, the office in 

2 which the mortgage is filed, and the location of the 

3 filing of the mortgage; 

4 “(3) the persons sen'ed wth the notice of fore- 

5 closure sale; 

6 “(4) the date and place of filing of the notice 

7 of foreclosure sale under section 3406(a); 

8 “(5) that the foreclosure was conducted in ae- 

9 eordance unth the piwdsions of this subchapter; and 

10 “(6) the sale amount. 

11 “(b) Effect of Recitals. — The recitals set forth 

12 in subsection (a) shall be prima facie CAidence of the truth 

13 of such recitals. Compliance uith the requirements of sub- 

14 section (a) shall create a conclusive presumption of the 

15 validity of the sale in favor of bona fide purchasers and 

16 encumbrancers for value without notice. 

17 “(c) Deed To Be Accepted for Filing. — The 

18 register of deeds or other appropriate official of the county 

19 or counties where real estate deeds are regularly filed shall 

20 accept for filing and shall file the foreclosure trustee’s 

21 deed and affida^^t, if any, and any other instraments sub- 

22 mitted for filing in relation to the foreclosure of the secu- 

23 rity propertj' under this subchapter. 
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1 “§3412. Effect of sale 

2 “A sale conducted under this subehapter to a bona 

3 fide purchaser shall bar all claims upon the security prop- 

4 erty by — 

5 “(1) any person to whom the notice of fore- 

6 closure sale was mailed as provided in this sub- 

7 chapter who claims an intei'est in the property sub- 

8 ordinate to that of the moidgage, and the heir, devi- 

9 see, executor, administratoi*, successor, or assignee 

10 claiming under any such person; 

11 “(2) any person claiming any interest in the 

12 property subordinate to that of the mortgage, if such 

13 person had actual knowledge of the sale; 

14 “(3) any person so claiming, whose assignment, 

15 mortgage, or other conveyance was not filed in the 

16 proper place for filing, or whose judgment or decree 

17 was not filed in the proper place for filing, prior to 

18 the date of filing of the notice of foreclosure sale as 

19 required by section 3406(a), and the heir, devisee, 

20 executor, administrator, successor, or assignee of 

21 such a person; or 

22 “(4) any other person claiming under a statu- 

23 torj^ lien or encumbrance not required to be filed 

24 and attaching to the title or interest of any person 

25 designated in any of the foregoing subsections of 
this section. 


26 
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1 “§3413. Disposition of sale proceeds 

2 “(a) Distribution of Sale Proceeds. — The fore- 

3 closure trustee shall distribute the proceeds of the fore- 

4 closure sale in the follouang order — 

5 “(1)(A) to pay the eomniission of the fore- 

6 closure tinstee, other than an agency eniploj'ee, the 

7 greater of — 

8 “(i) the sum of — 

9 “(I) 3 percent of the first $1,000 col- 

10 lected, plus 

11 “(II) 1.5 percent on the excess of any 

12 sum collected over $1,000; or 

13 “(ii) $250; and 

14 “(B) the amounts described in subparagraph 

15 (A)(i) shall be computed on the gross proceeds of all 

16 security property sold at a single sale; 

17 “(2) to pay the expense of any auctioneer era- 

18 ployed by the foreclosure trustee, if any, except that 

19 the commission payable to the foreclosure trustee 

20 pursuant to paragraph (1) shall be reduced by the 

21 amount paid to an auctioneer, unless the agency 

22 head determines that such reduction w'ould adversely 

23 affect the ability of the agency head to retain quali- 

24 fied foreclosure trastees or auctioneers; 

25 “(3) to pay for the costs of foreclosure, includ- 

26 ing — 
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1 “(A) reasonable and necessarj^ advertising 

2 costs and postage incurred in giving notice pur- 

3 suant to section 3406; 

4 “(B) mileage for posting notices and for 

5 the foreclosure trustee’s or auctioneer’s attend- 

6 anee at the sale at the rate pro\4ded in section 

7 1921 of title 28, United States Code, for mile- 

8 age by the most reasonable road distance; 

9 “(C) reasonable and necessary costs actu- 

10 ally incurred in connection udth any search of 

1 1 title and lien records; and 

12 “(D) necessary costs incurred bj' the fore- 

13 closure trustee to file documents; 

14 “(4) to pay valid real property tax liens or as- 

15 sessments, if required by the notice of foreclosure 

16 sale; 

17 “(5) to pay any liens senior to the mortgage, if 

18 required by the notice of foreclosure sale; 

19 “(6) to pay senice charges and advancements 

20 for taxes, assessments, and property insurance pre- 

21 miums; and 

22 “(7) to pay late chai-ges and other administra- 

23 five costs and the principal and interest balances se- 

24 cured by the mortgage, including expenditures for 

the necessaiy protection, presemition, and repair of 


25 
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1 the security property as authorized under the debt 

2 instrument or mortgage and interest thereon if pro- 

3 vided for in the debt instrument or mortgage, pursu- 

4 ant to the agenej^’s procedure. 

5 “(b) Insufficient Proceeds. — In the event there 

6 are no proceeds of sale or the pi'oceeds are insufficient 

7 to pay the costs and expenses set forth in subsection (a), 

8 the agencj^ head sliall pay sucli costs and expenses as au- 

9 thorized by applicable law. 

10 “(c) Surplus Monies. — 

11 “(1) After making the pa\anents required by 

12 subsection (a), the foreclosure trustee shall — 

13 “(A) distribute any surplus to pay liens in 

14 the order of priority under Federal law or the 

15 law of the State where the security property is 

16 located; and 

17 “(B) pay to the person who was the o^vner 

18 of record on the date the notice of foreclosure 

19 sale ■was filed the balance, if aiw, after any pay- 

20 ments made pursuant to paragi’aph (1). 

21 “(2) If the person to whom such surplus is to 

22 be paid cannot be located, or if the surplus available 

23 is insufficient to pay all claimants and the claimants 

24 cannot agree on the distilbution of the surplus, that 

25 portion of the sale proceeds may be deposited by the 



63 


62 

1 foreclosure trustee with an appropriate official au- 

2 thoiized under law to receive funds under such cir- 

3 cumstanees. If such a procedure for the deposit of 

4 disputed funds is not available, and the foreclosure 

5 trustee files a bill of interpleader or is sued as a 

6 stakeholder to determine entitlement to such funds, 

7 the foreclosure trastee’s neeessaiy costs in taking or 

8 defending such action shall be deducted first from 

9 the disputed funds. 

10 “§ 3414. Deficiency judgment 

11 “(a) In General. — If after deducting the disburse- 

12 ments described in section 3413, the price at which the 

13 security property is sold at a foreclosure sale is insufficient 

14 to pay the unpaid balance of the debt secured by the secu- 

15 rity property, counsel for the United States may eom- 

16 mence an action or actions against am'^ or all debtors to 

17 recover the deficiency, unless specifically prohibited by the 

18 mortgage. The United States is also entitled to recover 

19 any amount authorized by section 3011 and costs of the 

20 action. 

21 “(b) Limitation. — ^Any action commenced to recover 

22 the deficiency shall be brought udthin 6 years of the last 

23 sale of security property. 

24 “(c) Credits. — The amount payable by a private 

25 mortgage guaranty insurer shall be credited to the account 
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1 of the debtor prior to the coinmeneenient of an action for 

2 any deficiency owed by the debtor. Nothing in this sub- 

3 section shall curtail or limit the subrogation rights of a 

4 private mortgage guiarant}^ in.snrer.”. 

5 TITLE III— IRS LEVY AUTHORITY 

6 Subchapter A — Amendments To The Internal 

7 Revenue Code of 1986 

8 SEC. 1301. PROVISION FOR CONTINUOUS LEVY. 

9 Section 6331 of the Internal Revenue Code of 1986 

10 (26 U.S.C. 6331) is amended— 

11 (1) by redesignating subsection (h) as sub- 

12 section (i); and 

13 (2) by inserting after subsection (g) the follow- 

14 ing new subsection: 

15 “(h) Continuing Levt on Non-Means Tested 

16 Federal Pa'\dients. — T he effect of a leiy on non-means 

17 tested Federal pajanents to or received by a taxpayer shall 

18 be continuous from the date such lew is first made until 

19 such lev}’ is released. Notwithstanding section 6334, such 

20 lev}^ shall attach up to 15 pej’cent of any salary" or pension 

21 pajunent due to the taxpayer. For the purposes of this 

22 subsection, the term ‘non-means tested Federal payment’ 

23 refers to a Federal payment for which elig’ibility is not 

24 based on the income and/or assets of a payee.”. 
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1 SEC. 1302. MODIFICATION OF LEVY EXEMPTION. 

2 Section 6334 of the Internal Revenue Code of 1986 

3 (26 U.S.C. 6334) is amended by adding at the end the 

4 following new subsection: 

5 “(f) Le\^’ Allowed on Certain Non-Means 

6 Tested Federal Payments. — Non-means tested 

7 amounts — 

8 “(1) described in subsections (a)(7) and (a)(9) 

9 of this section; and 

10 “(2) annuity or pension pajTuents under the 

11 Railroad Retirement Act and benefits under the 

12 Railroad Unemplojanent Insurance Act described in 

13 subsection (a)(6) of this section, 

14 shall not be exempt from levj' if the Secretary approves 

15 the levy of such property.”. 

16 SEC. 1303. CONFIDENTIALITY AND DISCLOSURE OF RE- 

1 7 TURNS AND RETURN INFORMATION. 

18 (a) Section 6103 of the Internal Revenue Code of 

19 1986 (26 U.S.C. 6103) is amended by adding at the end 

20 of subsection (k) the following new paragraph: 

21 “(8) Leates on certain go\^rnment pay- 

22 MENTS. — 

23 “(A) Disclosure of return informa- 

24 TION IN levies on FINANCIAL MANAGEMENT 

25 SERATCE. — The Secretary" may disclose to offi- 

26 cers and employees of the Financial Manage- 


•HR 2234 m 
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1 merit Sendee return information, including tax- 

2 payer identity information, the amount of any 

3 unpaid liability under this title (including pen- 

4 alties and interest), and tlie tjqie of tax and tax 

5 period to which such unpaid liability relates, in 

6 serving a notice of lew, or release of such levy, 

7 with respect to any applicable government pay- 

8 ment. 

9 “(B) Restriction ok use of disclosed 

10 INFORMATION. — Return information disclosed 

11 under subparagraph (A) may be used by offi- 

12 cers and employees of the Financial Manage- 

1 3 ment Sendee only for the purpose of, and to the 

14 extent necessaiy in, transferring levied funds in 

15 satisfaction of the lew, maintaining appropriate 

16 agency records in regard to such levj' or the re- 

17 lease thereof, notiBdng the taxjsaj^er and the 

18 agency certiBing such pa.^nnent that the levy 

19 has been honored, or in the defense of any liti- 

20 gation ensuing from the honor of such levy. 

21 “(C) Applicable goa^rnment pay- 

22 MENT. — For purposes of this paragraph, the 

23 term ‘applicable government pajnnent’ means 

24 an}^ non-means tested Federal pajnnent, as de- 
fined in section 6331(h) certified to the Finan- 


25 
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1 cial Management Sendee for disbursement and 

2 anj' other pajnnent certified to the Financial 

3 Management Sendee for disbursement and 

4 which the Commissioner designates by pub- 

5 lished notice.”. 

6 (b) Section 6301 (p) of the Internal Revenue Code of 

7 1986 (26 U.S.C. 6301(p)), is amended — 

8 (1) in paragraph (3)(A), by inserting “(8)” 

9 after “(6),”; and 

10 (2) in paragraph (4), by inserting “(k)(8),” 

11 after “(j) (1) or (2),”. 

12 (c) Section 552a(a)(8)(B) of title 5, United States 

13 Code, is amended by adding at the end the following new 

14 clause: 

15 “(ix) matches performed incident to a 

16 levj^ described in section 6103(k)(8) of the 

17 Internal Revenue Code of 1986.”. 


O 
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Mr. Peterson. I want to commend you for calling the hearing 
and if anybody has any statements, if you would just ask unani- 
mous consent that they could be made a part of the record. 

Mr. Davis. Without objection, so ordered. 

[The prepared statements of Hon. Stephen Horn and Hon. Caro- 
lyn B. Maloney follow:] 
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Opening Statement of Chairman Stephen Horn 

Subcommittee on Government Management, 

Information and Technology 

Septembers, 1995 

A quorum being present, this hearing of the Subcommittee on Government 
Management, Information and Technology will come to order. Today we will focus on 
Government-wide debt collection practices and examine ways to improve these 
collections. 

As the Government works toward balancing the budget, we must begin to collect 
delinquent debts owed to the United States. We have about $50 billion in delinquent 
non-tax debts and nearly $70 billion in tax debt. This $120 billion figure is staggering - 
it amounts to over one-half of the annual Federal deficit. In addition, the Federal 
Government writes off - or gives up collecting - on about $10 billion per year. To put 
these numbers into perspective, during the course of this hearing, approximately 35 
million dollars in Federal loans will become delinquent. 

These figures are large, but they do not tell the whole scandalous story 
According to the General Accounting Office, one deadbeat convinced an agency to 
forgive a Federal loan of $428,000. Two months later, he received a new loan of 
$132,000. Within two years, he stopped payment on the second loan. This occurs 
frequently, and it is sheer abuse and waste. 

Who foots the bill for the deadbeats? Honest taxpayers and conscientious 
debtors who repay their debts are the ones who pay the cost - in higher taxes and 
higher program costs. Each dollar of delinquent debt we collect is a dollar saved. 

The bill we consider today will: 

Offset payments against debts. If the Government is owed money by a 
delinquent debtor, payments owed to that debtor by the Federal Government should be 
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reduced to pay the debt owed. 

This legislation will establish agency incentives to collect debt. Agencies could 
retain some portion of increased collections. Funds would be usable after 
reappropriation to pay for improvements in debt collection. 

This legislation will also mandate direct deposit for disbursements. For people 
with bank accounts, disbursements would be made electronically to reduce fraud, lost 
checks, and crime associated with checks sent by mail. Our aim is to foster better 
financial management by an improved audit trail and an easier way of intercepting 
payments 

Agencies will be empowered to attach the wages of delinquent debtors. It is 
about time the executive branch “got tough” with deadbeats who owe money to a 
number of departments and agencies. Currently, only the Department of Education has 
the authority to attach wages. The bill would expand this existing authority to other 
Federal agencies and improve its administration. 

The Treasury will be able to collect unpaid child support by offsetting Federal 
payments. Unpaid child support is a national disgrace. Under the present inept non- 
system, there is at least $30 billion owed to single parents and their children. Currently 
only tax refunds and unemployment insurance payments can be offset for payment of 
child support. The bill would allow all Federal payments to be offset for that purpose. 

Private attorneys will now be able to supplement overworked US Attorneys in 
each judicial district. Mr. Gerald Stern, Special Counsel of the Department of Justice 
for Financial Institution Fraud has provided testimony on this matter. Mr. Stern 
endorses the bill and we would like to include his testimony in the hearing record. 
Without objection, his testimony will be inserted at the end of the Administration 
testimony, in panel II. 

Before we begin. I acknowledge the role played by the Ranking Minority 
Member, Representative Maloney, who has been most helpful on this issue. I regret 
her being unable to join us today, but I look forward to working with her and her staff to 
fashion effective legislation to collect delinquent Federal debts. 
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REP. CAROLYN B. MALONEY - OPENING STATEMENT 
H.R. 2234, THE DEBT COLLECTION IMPROVEMENT ACT OF 1995 

Thank you Mr. Chairman. 

I am pleased chat you are holding this hearing on the Administration's Debt Collection 
Improvement Act of 1995 which I have cosponsored, and I commend you and your staif on 
your hard work in brin^g this critical issue before the Subcommittee. I also commend the 
Administration’s efforts in developing this comprehensive debt collection bill which we will be 
talking about today. They have woii^ long and hard on this reform as pan of Vice-President 
Gore’s Reinventing government initiative, and deserve a lot of credit. 

Collecting delinquent debt has been very important to me since my work in the New 
York City Council; where 1 pushed for the centrali 2 ation of debt management and the 
improvement of collection tools. When I came to Congress, I quickly realized that debt 
collection could be vasdy improved at the Federal level as well. I recently conducted a survey 
of 100 Federal government agencies which revealed that a mismatched hodgepodge of collection 
methods and procedures have hindered our ability to collect $SS billion in non-tax delinquent 
debt. These debts range from unpaid student and farm loans to defaulted bousing loans to oil 
pollution cost fees. 

On July 31,1 released a import on the results of my survey. I would like to include a 
copy of this rrooit in the record. According to my report, the Federal govemmem is owed 
approximately $117 billion in outstanding Federal revenues-more than half of this year’s budget 
deficit. At the same time that Congress is passing a Federal budget that cuts the AmeriCorps 
program, school lunches, Medicare, food stamps, student loans, and other imponant programs, 
dead beats are getting otf free. 

The public knows that the IRS often shows us no mercy when it thinks it is owed taxes 
by individu^ Americans. Why should we let (Hber deadbeats off the hook? We cannot simply 
defiind programs which help many Americans survive, while ignoring the fact that the money 
is already out there to pay for some of them. Paying your bills is pamful. No one likes to do 
it. But there are too many people in this country who aren't paying bills owed to the American 
people. 


CAROLYN B. MALONEY 

W.VIK.- ON OC 70SI5-3JU 


BANMNC AND Financial 
SERVICES 


GOVERNMENT REFORM AND 
OVERSIGHT 


The Administration has delivered to this Committee a very well thought out bill and is 
timely. As collection rates continue to decrease, our cumulative delinquent debt continues to 
increase. This trend calls for a legislative remedy and the AdniinistratioD has responded. I 
would like to take the Administration's bill and expand on its efforts. As such, I have made 
a few suggestions which I have spelled out in a l^er to you. I ask that this also be made part 
of the record. 

I look forward to working with you and the rest of the Committee on the Debt 
Collection Act of 1995. 1 believe that this biU can save Federal dollars. At the same time, it 
r^resents a positive b4>ariisan alternative to the wanton cuts in important programs that have 
characterized this Congress. •icvtuD wtn 
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September 8. 1995 


The Honorable Stephen Horn 
Chairman 

Government Management. Information and Technology 

2157 Rayburn HOB 

U.S. House of Representatives 

Washington, DC 20515 


Dear Chairman Horn: 

Thank you for very much for your decision to hold a hearing on debt collection. This 
issue is very important to me, and I commend you and your staffs hard work in bringing this 
critical issue to the Committee's attention. 

I believe the Administration’s bill is a good start, but like you, I would like to make 
some changes to the bill. As such. I am tal^g this opportunity to present you with my 
suggested enhancements, which are listed below. 


A) Substantially simplify the cross-servicing section by elunmaung all exceptions to 
the requirement that agencies must refer debts over l'?0 days delinquent to 
Treasury for collection except for claims in litigation or foreclosure and other 
specific classes of claims as detennined by the Secretary of the Treasury. I have 
seen strong evidence through state pil<M programs that the mandatory centralizing 
of debt to one dedicated agency increases collection rates dramatically. This 
provision would still allow agencies to participate in gainsharing. 0MB estimates 
that this provision will save $1.1 billion over 5 years in scor^ binding. 


B) Establish Treasury as responsible for policy direction and operational oversight 
of government-wide credit mai^cmeni and debt collection activities. Debt 
collection is essentially a fmancial function that belongs in a central regulatory 
agency whose responsibility is managing the Government's funds. For most 
agencies, serving the American people through programs established to fulfill 
certain social objectives is the primary purpose -- not debt collection. No 
savings from this provision is amicipa^. 
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C) Delete the bill’s requiremeDt for annual salary offset matching. Under the bill, 
paiticipation in the Administrative Oifset program would result in a daily 
screening of Federal payments for the purposes of determining what payments 
are available for recovery on delinquent debt. This screening, in effect, 
incorporates a daily match for salary offset as well, since salary payments are 
also centrally disbursed. An annual match solely for the purpose of salary offsa 
would be redundant and unnecessary. 


D) E^qiand the use of taxpayer id^tiiying numbers (TINs) to require agencies to 
provide TINs on files ceiiified to di^rsing ofR^rs for paymem. Agencies are 
not currently required to provide T^s even though payment files include fields 
for such information. Any automated administrative offset program that involves 
matching payment files against delinquent debtor files will rely on comparing the 
TIN and name to determine if the payee is a delinquent debtor. This provision 
will likely save S630 million in net revenue. 


I have also had the opportunity to review some of your suggested changes. You present 
some very good ideas which 1 could easily suj^rt. However, I have some reservations 
regarding a few of your suggestions and I hope t^t we can work these out so that this bill can 
pass with broad bipartisan support. My concerns include expanding the Social Security offset 
provision, requiring electronic funds transfers to facilitate offsets, requiring the Internal 
Revenue Service to use private collection agencies, selling collateralized and uncollaterized 
delinquent debt, and requiring the Social Security Administration, the Depanroent of Labor and 
the Department of H^th and Human Services to release workplace name and address 
information for purposes of locating debtors and their employees. 

Again, thank you for your time and effort in holding a hearing and in helping move a 
comprehensive debt coilection bill through this commiiree. Improving debt collection is good 
government, the kind that the American people likes to hear atoui. 


SiDttrely, 



CAROLYN B. MALONEY 
Member of Congress 


CBM/mag 



74 


DELINQUENT NON-TAX RECEIVABLES 


Hon. Carolyn B. Maloney 


This report discusses the results of a survey sent out on May 26, 1995 by 
Congresswoman Carolyn Maloney to 100 Federal Departments, agencies and commissions. The 
survey’s purpose was to assess the total amount of delinquent non-tax receivables owed to the 
Government of the United States. Improving Federal debt collection has taken on renewed 
importance because of Congressional efforts to reduce the deficit and streamline government. 

According to Maloney’s survey, a small percentage of individuals, businesses and 
organizations owe the U.S. Government approximately $ 55 billion. When delinquent Federal 
income taxes are added, the total delinquent receivables nse to $ 117 billion. In Fiscal Year 
(FY) 1994 alone, an additional $ 14.2 billion in delinquent non-tax receivables was added to 
the total. 

Since 1984, Federal agencies have aggressively pursued the collection of receivables. 
However, Government delinquency rates are continuing to rise. The Department of Treasury 
reported a 2.2 percent rise in delinquency rates over the last 5 years. Actual non-tax delinquent 
debt rose even more dramatically, climbing from $ 44.3 billion in the second quarter FY 1994 
to $ 51.0 billion in second quarter FY 1995, a 15 percent increase. At the same time, total 
cumulative non-tax collections decreased by 14.5 percent from $ 46.3 billion to $39.5 billion. 

These results clearly show that the U.S. Government needs to do more to get its money. 
Although collecting debt has proven difficult due to the complexity and nahire of Feder^ 
programs, many departments and agencies believe they can do better. However, they lack the 
necessary tools to collect their d^t. By lessening debt collection restrictions, expanding 
collection incentives and centralizing collection efforts. Federal agencies could greatly improve 
their collection rates. 

Outlined below is an agency-by-agency description of survey results. The majority of 
non-tax debt comes from the Department of Education, the Department of Agriculture, the 
Department of Health and Humans Services, the Department of Housing and Urban 
Development, the Department of 'Veterans Affairs and the Department of Energy. This list is 
limited to only those agencies which reported more than $ 100 million in delinquent receivables, 
although the complete list is included in the table. 


DEPARTMENT OF AGRICULTURE 

As of September 30, 1994, the USDA was owed $12.3 billion in delinquent debt. These 
delinquencies consist mostly of farm loans, food stamp overpayments, unpaid insurance 
premiums, overpaid indemnities, utility loans, defaulted loan guarantees, defaulted direct 
credits, and operations to support programs for agricultural commodities. Tlie USDA wrote- 
off an average of $ 3.2 billion per year in debt over the last five years. During that same 
period, USDA’s delinquency rates ranged from 10 percent to 14 percent. The estimated 
uncollectible percent of total receivables at the end of FY 1994 was 24 percent. 
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DEPARTMENT OF DEFENSE 

The Department of Defense has a broad array of delinquent receivables ranging from 
education and hospital debts to travel, excess leave and damaged government property 
reimbursements. The total delinquent debt amount comes to $ 2.3 billion includmg $ 203 
million from the Army, $ 141 million from the Navy, $ 683 million from the Air Force, $ 420 
million from the Defense Business Operations Fund and $ 586 million from the Defense 
Security Assistance Agency. The Department has written-off over $ 1 billion in debt over the 
past five years and considers $ 250 million of current debt uncollectible. 


DEPARTMF.NT OF EDUCATION 

The Education Department reported having over $ 20 billion in delinquent receivables. 
The great majority, 93 percent, are student loans, and the remaining 7 percent consists of 
amounts arising from program reviews, audits, and college housing loans. Even though the 
Department wrote-off over $ 2.5 billion in student loans over the past five fiscal years, 
collection efforts generally continue after the write-off procedure. So far, the majority of debt 
collected comes from gross guaranty agencies which collected over $ 1 billion last year. Of 
that amount, the Federal government received $ 750 million because the guaranty agencies 
retain 27 percent as their collection fee. 


DEPARTMENT OF ENERGY 

The Energy Department’s delinquent receivables are quite unique. The predominate 
source (98%) of delinquent receivables stem from companies who overcharged customers during 
the days of oil price controls in the 1970’s. These companies were penalized with petroleum 
pricing violations, but are presently in or on the verge of bankruptcy. They have no money 
to pay the penalty principal let alone the interest that has been accruing since before 1982. At 
the moment, approximately 50 companies have delinquent debt from these violations. The 
Energy Department is now revising their policy in order to expedite the evaluation of delinquent 
debt for write-off. 

The Energy Department determines to terminate collection action and write-off 
delinquent receivables on a case-by-case basis. It estimates the non-collectible deUnquenl debt 
at $ 2.68 billion or 92 percent of total delinquent debt. Substantially all of this amount has 
been referred to the Department of Justice for ^sposition. The Energy Department has written- 
off over $ 1.4 billion during the last five years of which almost 99 percent of this amount 
derives from petroleum pricing violations. 


DEPARTMENT OF HEALTH AND HUMAN SERVICES 

The Department of Health and Human Services (HHS) consists primarily of the Public 
Health Service, the Social Security Administration, the Health Care Financing Administration, 
and the Administration for Children and Family. The total delinquent receivables owed to HHS 
through agency programs is $ 3.3 billion of which $ 302 million is interest, $ 259 million is 
for the Health Professionals Guaranteed Smdent Loan Fund and $ 2.6 billion is for the 
Medicare Trust Fund. HHS’ written-off receivables have grown from $ 332 million in FY 
1991 to $ 628 million in FY 1994. As of March 31, HHS estimates $2.35 billion in debt is 
uncollectible which is 21.7 percent of total receivables. 
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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

The Department of Housing and Urban Development (HUD) reported $3.3 billion in 
delinquent receivables. The largest sources of delinquent receivables are direct loans, defaulted 
guaranteed loans, and non credit loans. All of these relate to Federal housing and community 
development programs. The direct loans derived from the revolving fund liquidation (Section 
312 loan rehabilitation program) and elderly and handicapped housing programs. Likewise, the 
defaulted guaranteed loans derived from the Federal Housing Administration’s Single Family. 
Multifamily and Title I programs, and most of the non credit loans came from mortgage- 
backed securities (Ginnie Mae). Altogether, HUD has written-off $4.2 billion in delinquent 
debt over the last 5 years. HUD’s delinquency rates have increased from 13.03 percent m FY 
1990 to 14.85 percent in FY 1994, and it considers 26 percent of outstanding receivables 
uncollectible. 


DEPARTMENT OF THE INTERIOR 

The Department of Interior’s delinquent non-tax receivables total $ 388 million and 
primarily stem from audit findings, enforcement of laws and regulations and loans. 43 percent 
of this debt is derived from the audits of rents and royalties due for oil, gas, coal, and other 
minerals extracted from Federally owned lands. Another 19 percent result^ from the issuance 
of civil penalties which arise from miners’ failure to abate or correct mine reclamation 
violations and from failure to pay established fees on coal tomiage produced. 

The Interior Department has a relatively high delinquent receivables to net receivables 
ratio - 62 percent. It has written-off $ 166.1 million in debt over the last 5 years and consider 
$ 123.3 million, or 32 percent, non-collectible. The Department states that the high incidence 
of delinquency is caused by the nature of their debts. However, one third of their delinquent 
debt is backed by surety and is therefore not subject to loss. 


DEPARTMENT OF LABOR 

The Labor Depanment listed $ 155 million in delinquent receivables. The specific 
sources of debt include audit disallowances owed primarily by non-Federal units of government 
($ 88 million); overpayments to beneficiaries and third party liability claims ($ 16 million); and 
civil monetary penalty assessments ($ 51 million). The Department writes-off over $ 20 million 
per year. As of the close of FY 1994, the Department reported $ 296.5 million in receivables 
outstanding, with an allowance for uncollectibles of $ 136.4 million or 46 percent. 

The Department ranks second to Treasury among Federal agencies with respect to civil 
monetary penalties assessed and collected. The Labor Department states that debt collection 
activities ate often interwoven with programmatic operations, and understandably are considered 
of lesser importance than the program’s primary mission. Furthermore, the fact that most 
collections are returned to Treasury as "miscellaneous receipts" serves as a disincentive to the 
expenditure of increased levels of appropriated funds to effect marginal improvements in 
collections. 
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DEPARTMENT OF TRANSPORTATION 

The Department of Transportation (DOT) repotted $ 360 million in delinquent 
receivables. The specific sources of debt are defaulted direct and guaranteed loans, grantee 
audit disallowances, oil pollution cost recovery and civil penalty assessments, overpayments. 
Freedom of Information requests, user fees and charges, fines and foreign governments. DOT’S 
delinquency rates are due primarily to defaulted guaranteed loans in the Maritime 
Administration’s shipbuilding program. When a shipbuilder defaults to the primary lender, 
DOT pays the primary lender and then begins collection efforts from the shipbuilder. DOT 
considers $ 309 million uncollectible, the majority of which are defaulted guaranteed loans. 
DOT has made progress in the last three years writing-off uncollectible receivables. The 
balance has dropped from $ 890 million in FY 1992 to $ 360 milli on in FY 1994. $ 725 
million has been written-off over the last five years. 


DEPARTMENT OF THE TREASURY 

The Treasury Department is owed $ 377 million in delinquent non-tax receivables. The 
sources of debt include mostly fines, fees and penalties relating to their programmatic 
jurisdiction including U.S. Customs Service duties and Financial Management Service loans. 
The amount collected on delinquent debt primarily came from litigation - $ 162 million in FY 
1994. Treasury has also written off $ 77 million over five years and considers $ 67 million 
non-coUectible. 


ENVIRONMENTAL PROTECnON AGENCY 

The Environmental Protection Agency (EPA) reported $ 464 million in delinquent non- 
tax receivables. However, this amount does contain some receivables that are not truly 
delinquent. Of those (hat are tmly delinquent, the largest receivables are for fines and penalties 
involving protracted legal actions. These delinquent receivables include enforcement and clean 
up fines and penallies. direct loans for the clean up of asbestos in schools, cost recoveries for 
clean up of toxic sites, toxic substance user fees, vendor overpayments and unused airplane 
tickets. 


Over the last five years, the EPA has written-off over $ 4 million. However, the agency 
considers a much larger amount non-coUectible - $284,839,704. It attributes the large number 
to appeals and litigation that mostly result from Superfund cases. 


EXPORT-IMPORT BANK OF THE UNITED STATES 

The Export-Import (Ex-Im) Bank programs have so far generated $ 1,5 billion in 
delinquent receivables as of June 5, 1995. The vast majority of these delinquent receivables 
consist of the principal, interest and fees relating to Ex-Im’s direct loan program. 

Most of Ex-Im’s loans are made directly to foreign governments or to foreign entities 
in which the repayment of the debt is guaranteed by the government. The Bank does not write- 
off sovereign debt, unless there is action on the part of the U.S. Government to provide debt 
relief to a particular country. For loans to private institutions or individuals, the decision to 
write-off a delinquent loan is made on a case by case basis. Ex-Im pursues the collection of 
delinquent debt through its Claims and Recoveries Division which in the case of private 
obligors, works with attorneys operating in the country of the obligor. Last year, Ex-Im 
collected over $65 million in delinquent debt. 
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SMALL BUSINESS ADMINISTRATION 

The individuals, businesses and organizations involved in Small Business Administration 
(SBA) programs currently owe the SBA nearly $ 2 billion in delinquent receivables. The 
specific sources of delinquent receivables include overpayments, guarantee fixed fees, SBIC user 
fees, accrued and deferr^ interest, loans, judgements, notes, undisbursed expenditures and legal 
costs capitalized on judgements. 

The SBA has written-off on average half a billion per year over the last five years. 
Overall, the SBA considers $ 2.6 billion non-collectible which is 27.77 percent of their gross 
collectibles. Of the almost $ 148 miUion referred for IRS offset, collection agency, and F^eral 
salary offset collection, only $ 3 6 million was collected in 1994. 


DEPARTMENT OF VETERANS AFFAIRS 

The Department of Veterans Affairs delinquent receivables balance is $ 3.14 billion. 
This total includes $ 1.S6 bUlion in defaulted loan guaranty debt, $ 270 million in vendor loan 
debt, $ 599 million in compensation and pension debt, $ 5S1 million in medical care cost 
recovery debt, and $ 102 million in education debt. About 50 percent of VA’s collections for 
delinquent receivables result from the billing of medical insurance carriers. 31 percent is 
collected through administrative offsets, salary offsets, litigation, private collection agencies, 
and tax refund offsets. The remaining 19 percent come from voluntary payments. Over $ 3.3 
billion has been written-off over the last 4 years. 
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CONCLUSION 

The U.S. Government is owed over S 50 billion in delinquent non-tax receivables. In 
other words, individuals, businesses and organizations are late in paying one in every five non- 
tax dollars owed to our government. Many of these individuals and business ate quite c^ble 
of paying, but they simply don't. Some even have debt that is decades old. Something must 
be done. Enhanc^ collection efforts will help achieve deficit reduction without resorting to 
wholesale reductions in important Federal programs or tax increases. 

The total non-tax delinquent debt is rising rapidly at the same time that collections are 
decreasing. Presently, many agencies and programs vary widely in collection procedures and 
reporting methods. Others are bogged down in burdensome regulations or litigation. But with 
administrative and legislative change, the obstacles to Federal agency debt collection can be 
overcome. In discussions with Treasury officials, Maloney agn^ with three areas where 
legislation could enhance debt collection; 


1) Improving collection tools. 

Federal agencies could be provided with better collections tools. For 
example, one mechanism would prevent paying goverrunent benefits to 
people or organizations who have delinquent debt. 


2) Eliminating some federal agency collection regulations and restrictions. 

By expanding the use of contractors, private attorneys, private debt 
collectors and by allowing Federal agencies to collect debt for one 
another, debt collection rates could dramatically improve. Streamlining 
the judicial foreclosure system could also help. 

3) Giving incentives to agencies to collect debt. 

Many agencies could improve debt collection through gainsharing 
programs. For example. Federal agencies doing a good job of debt 
collection could would be given dividends. 

4) Centralizing collection efforts. 

Agencies could benefit from mechanisms to improve sharing of 
information and resources between agencies in their respective collection 
efforts. 
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Mr. Davis. And we have the distinguished chairman of the Ap- 
propriations Subcommittee, Mr. Lightfoot here, the gentleman from 
Iowa. And Jim, if you would be happy to lead off, we’re happy to 
have you here today and we want to get the meeting going because 
I know you have some other things to do. 

Thank you. 

STATEMENT OF HON. JIM LIGHTFOOT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF IOWA 

Mr. Lightfoot. Thank you, Mr. Chairman, and I appreciate the 
opportunity to testify before your subcommittee this morning. 

We would like to talk to you a little bit this morning on behalf 
of H.R. 1698, legislation which I have introduced to expand Elec- 
tronic Funds Transfer for Federal payments. 

H.R. 1698 contributes to our legislative agenda to reduce Federal 
spending and balance the budget. Under my legislation, recurring 
Federal payments, such as Federal salaries and pensions, would be 
issued by a direct deposit program called Electronic Funds Transfer 
instead of using paper checks. 

There are a lot of advantages in doing this. According to the De- 
partment of the Treasury’s Financial Management Service, the 
Federal Government’s primary disburser, it costs the Federal Gov- 
ernment or the U.S. taxpayer 43 cents to issue and mail a paper 
check. By contrast, an Electronic Funds Transfer costs less than 2 
cents. That’s a pretty sizable savings when you consider the mil- 
lions of transfers that are made each year. 

We figure a 41 cent saving, estimated net savings from the ex- 
panded use of electronic fund transfers would be approximately $66 
million over 5 years by doing something as simple as moving to the 
electronic transfer. I think it makes a lot of common sense, it 
makes a lot of fiscal sense and quite frankly, there are some safety 
factors involved with it, as well. 

Under H.R. 1698, each recipient would designate one or more fi- 
nancial institutions or authorized payment agents to receive the 
Federal payments and provide the Federal agency with authoriza- 
tion for the EFTS. By making it mandatory, financial institutions 
would be more outgoing in marketing traditional banking services 
to the unbanked because direct deposit allows more control over ac- 
count activity. Based on a pilot program conducted by FMS in 
Texas, the estimated cost of maintaining these accounts is approxi- 
mately $3 per month. 

Under my legislation, this cost would be paid by the recipient 
and not the government. And this cost is more than competitive 
compared with standard check cashing fees. Besides the cost sav- 
ings, the use of EFT’s will diminish the opportunity for theft, for 
fraud, and other crimes as well as being a faster and a more effec- 
tive means of payment delivery. The testimony of the Deputy Com- 
missioner will illuminate this further. 

I have introduced H.R. 1698 with bipartisan support. It also has 
the support of the administration and Citizens Against Govern- 
ment Waste. The extensive use of electronic transfer technology 
will reduce Federal spending, and provide a more efficient and ef- 
fective level of customer service to the American people. And that’s 
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certainly the goal of this new Congress, a leaner, less expensive, a 
more effective government for the people. 

Mr. Chairman, it’s a relatively simple bill. It’s only two small 
pages. But those two small pages could save us $66 million over 
5 years. I’d be happy to answer any questions. I appreciate the op- 
portunity to discuss this with you this morning. 

Mr. Davis. Thank you very much. 

Let me just ask a couple questions. We had a situation in my dis- 
trict just a couple of months ago where about 500 Federal retire- 
ment checks were lost in the mail and that meant 500 calls to my 
office, plus their neighbors called, plus their aunts and uncles 
called and a lot of c^ls going back and forth. I understand your 
legislation, and that’s not likely to happen, is it? 

Mr. Lightfoot. No. That’s one of the advantages I think of the 
electronic transfer is that the fact that it’s a simple link between 
the government and that individual’s bank account and so you 
eliminate. No. 1, the potential for the checks to be lost. 

No. 2, if they’re lost, you also eliminate the potential for some in- 
dividual who may be less than honest to pick that check up and 
cash it, then you have to go through all the problem of hashing 
that out. And beyond the cost savings, I think the potential to 
eliminate fraud and the potential to eliminate the kinds of prob- 
lems that you just illustrated will add a great deal of savings as 
well. 

It costs a lot of money to track those 500 checks down and get 
them back to the people they belong to. So that’s certainly a side 
benefit of electronic transfer. 

Mr. Davis. Do you know how agencies are doing it, trying to in- 
crease the percentage of direct deposit users within the different 
agencies, how that’s coming? 

Mr. Lightfoot. Well, if you look at the figures, and the commis- 
sioner I think is going to address that more fully in his testimony, 
the Veterans Administration is at the bottom of the list. Federal 
employees are at the top and the other agencies are in-between in 
terms of percentage of payroll checks, for example that are depos- 
ited. 

With anything that is somewhat new, quote unquote, I think 
you’re going to have to do a good public relations job with people 
who, for example, the veterans, who are accustomed to getting the 
paper check in the mail. That’s just a habit. And to introduce them 
to doing it a new way will take some PR work on behalf of the var- 
ious agencies to do it, but it certainly behooves each of the agencies 
to promote this particular idea and again I don’t want to get into 
the commissioner’s testimony but I believe on Federal employees’ 
payroll checks we’re up in the 80 percent or better category. 

Mr. Davis. When I was head of the county government out in 
Fairfax County, we just mandated that everybody have direct de- 
posit. There was a little grumbling but everybody got used to it. 
They got used to it. I know your time is short. Other Members may 
have questions. I want to give them an opportunity. 

The gentleman from New York, Mr. Owens, has come in. If you 
would like to make any opening statement, you would be privileged 
to, otherwise if you have any questions for Mr. Lightfoot. 
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Mr. Owens. Mr. Chairman, I have no opening statement. I have 
no questions. 

Mr. Davis. Thank you very much. Mr. Peterson. 

Jim, thank you very much. 

Mr. Lightfoot. Thank you. 

Mr. Davis. I appreciate your testimony. I hope we can move it 
along. I will say from my experience in local government, this 
makes a lot of sense. It is really not new technology at all. 

Mr. Lightfoot. No. 

Mr. Davis. It has been around a long time. Originally there were 
some safeguarding issues that I think can be addressed adequately 
with this. I appreciate your initiative in bringing this legislation 
forward and I hope we can approve it. 

Mr. Lightfoot. Thank you. I think, as you mentioned, what has 
happened in the private sector with the safeguards as you say, this 
is not new. We’re in essence trying to bring the government into 
the 2 1st century, which is not a bad idea. 

Mr. Davis. We are still trying to bring it into the 20th century 
in some parts. 

Mr. Lightfoot. Well, that’s true. 

Thank you. 

Mr. Davis. Thank you very much. Mr. Gordon, who was also slat- 
ed on the first panel, the gentleman from Tennessee, is not able to 
be present due to a scheduling conflict. We will enter his testimony 
into the record without objection. 

[The prepared statement of Hon. Bart Gordon follows:] 
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fafibimony by Rap. Baft Gordon 
Subcommittee on Govemioent Management, 

Information and Technology 
September B, 1995 

I want to thank this Coanittee and Chairman Steve Morn for 
inviting me to testify today on legislation that I am 
cosponsoring with the Chairman. I have been working on the lssllc 
of federal debt collection for many years and I am gratified chic 
this legislation is beginning to move on a strong, bipartisan 
basis . 

I first became involved in the collection issues because cn 
my work on reforming student loans. In town meetings across my 
district, middle class parents bemoaned the way their children 
were not eligible for svibsidized student loans. As l researched 
the subject, I was shocked at what I found, in 19B0, we had a $3 
billion student loan program with a i0% default race, in 1990 ua 
had a $7 billion student loan program with a 54% default rata. 

We were actually spending more money paying off bad student loans 
in 1990 than we were emending on the entire program in 19&0. 

There were literally billions of dollars to be saved in Che 
student loan program that would not harm a single student 
enrolled in the program. In fact, by lowering the default raue 
and making sure the government collected the money it was owed, 
we could actually make more money available to students who would 
otherwise be denied. 

The reforms wa have made to the student loan program, 
including tightening the eligibility standards for schools who 
participate in the program and giving the government greater 
powers to collect on loans, have saved over $i billion per year. 
The legislation this comoiittee is examining will expand those 
efforts to recover other government debts. 

This legislation will have a profound effect on debt 
collection. Among its provisions, this bill will 

* Require the various agencies to send all debt to the 
Treasury far Administrative offset; 

* Require greater coordination between the agencies so 
that bad debtors cart be tracked down; 
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* Require direct deposic technology to be utilized to 
collect debts; 

* Allow agencies to garnish the wages ot delinquent 
debtors; 

* Rec[uire agencies to use private collection agencles; 

* Allow agencies to, as an incentive to collect debts, 
keep a portion of increased collections. 

We all agree, Cemocrata and Republicans, that budget cuts 
must be made and that some of those cuts will be painful. 'While 
we should not overestimate the savings that can result from 
br.tter debt collection, the Office of Management and Budget 
reported last year that there axe over $106 billion worth of 
delinquent loans owed to the govemment. These changes will 
mitigate some of the pain chat comes with budget cutting. Every 
delinquent dollar we can collect from a farm, education or 
veterans loan program Is another dollar available to reduce the 
deficit or provide ta^cpayer services. 

Many Members from both sides of the aisle oppose across-the- 
board cuts because a program that wastes 10% of its funds will 
slnmly be wasting 10% of a smaller amount. Ife can m 2 dce dreunatic 
savings if we merely attack that 10% waste. Legislation like 
ours, that will give the government greater tools to collect 
debts, will go a long way to attack waste without attacking 
who need help. 
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Mr. Davis. I would like at this time to call the second panel. 

The second panel we have John Koskinen, the Deputy Director 
for Management, Office of Management and Budget; George 
Munoz, the Chief Financial Officer/Assistant Secretary for Manage- 
ment, Department of the Treasury; Anthony Williams, the Chief Fi- 
nancial Officer, Department of Apiculture; Michael Smokovich, the 
Deputy Commissioner, Financial Management Services, Depart- 
ment of the Treasury; and Jeff Steinhoff, the Director of Planning 
and Reporting of the GAO. 

I need to swear you in. As you know, it is the policy of this com- 
mittee to swear in all witnesses and if you all would simply remain 
standing and raise your right hand. 

[Witnesses sworn.] 

Mr. Davis. Thank you, be seated. 

We can proceed in the — unless you have agreed to another proce- 
dure as to who goes first, we can go in the order I called you. 

Mr. Koskinen, you can go first. 

STATEMENTS OF JOHN KOSKINEN, DEPUTY DIRECTOR FOR 
MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET; 
GEORGE MUNOZ, CHIEF FINANCIAL OFFICEIUASSISTANT 
SECRETARY FOR MANAGEMENT, DEPARTMENT OF THE 
TREASURY; ANTHONY WILLIAMS, CHIEF FINANCIAL OFFI- 
CER, DEPARTMENT OF AGRICULTURE ACCOMPANIED BY 
TED DAVID, DEPUTY CHIEF FINANCIAL OFFICER, AND RAY 
GONZALEZ, DEBT MANAGEMENT COORDINATOR, USDA; MI- 
CHAEL SMOKOVICH, DEPUTY COMMISSIONER, FINANCIAL 
MANAGEMENT SERVICES, DEPARTMENT OF THE TREASURY; 
AND JEFF STEINHOFF, DIRECTOR OF PLANNING AND RE- 
PORTING OF THE GAO, ACCOMPANIED BY GREGORY 
HOLLOWAY 

Mr. Koskinen. Thank you, Mr. Chairman, distinguished mem- 
bers of the Subcommittee on Government Management, Informa- 
tion, and Technology. 

I would like to submit my full statement to the record and give 
a summary of it here, if that would be acceptable. 

Good morning, Mr. Chairman. 

Mr. Horn [presiding]. Proceed. 

Mr. Koskinen. Thank you. 

Thank you for the opportunity to testify in support of the Debt 
Collection Improvement Act of 1995, H.R. 2234, which is of particu- 
lar interest to this committee. 

The administration is very appreciative of your leadership, Mr. 
Chairman, and your efforts to hold this hearing and to sponsor 
H.R. 2234 and also the efforts of the ranking member, especially 
for her survey and report on agencies’ debt collection practices and 
their sponsorship of H.R. 2234. 

This bill is an opportunity for the Congress and the administra- 
tion to create a new governmentwide debt management program. 
Once enacted, it gives us the tools we need to make government 
work better and cost less. 

By taking a business-like approach to debt collection and by tak- 
ing advantage of modern information technology, we can improve 
annual collection of delinquent debt and lower the deficit. This bill 
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is the result of a lot of hard work by the Chief Financial Officers’ 
Council and the President’s Council on Integrity and Efficiency 
whose members also appreciate this committee’s contributions to 
effective financial management. 

Additionally, the Federal Credit Policy Working Group which I 
also chair, should be recognized for its roll in advising on the pro- 
posals which are included in H.R. 2234. There are literally hun- 
dreds of Federal programs which generate receivables. 

Most Federal receivables are generated through delinquent taxes 
and through Federal loan programs. In our most recent report to 
the Congress on credit management and debt collection, we re- 
ported $321 billion in Federal receivables. Of the total receivables, 
$67 billion is in the category of delinquent taxes and $49 billion is 
in the category of delinquent loans and other claims. 

From 1993 to 1994, delinquencies have grown by nearly 8 per- 
cent. In the last 5 years, delinquency for nontax debt has grown 
by more than $9 million or nearly 25 percent. A diverse population 
owes money to the Federal Government. Popular loan programs are 
directed to help farmers, veterans, small business owners, stu- 
dents, homeowners and disaster victims. 

The Federal Government offers credit to certain groups that can- 
not obtain credit on satisfactory terms in the private sector; thus, 
it is assuming a significant risk of nonpayment. For loans that are 
collectible, we must be persistent and sometimes fairly aggressive. 

For people who can repay their debts, we should not allow them 
to avoid repaying their obligations simply because of excuses such 
as, “I forgot to mail the check” or “I forgot that it was a loan” or 
moving without leaving a forwarding address. Otherwise honest, 
hard-working taxpayers are paying for those who choose not to pay. 
The cost to the taxpayer and to the integrity of the Federal assist- 
ance program should not be underestimated. Debt collection is a 
Clinton administration priority. This bill is the most important 
debt collection legislation since 1982. 

H.R. 2234 treats delinquent debtors consistently. It is fair to the 
people who pay their bills owed to the Federal Government on 
time. The Federal Government must manage its receivables effi- 
ciently and effectively. 

Toward that end, this administration’s performance goals for im- 
proved debt collection are to effectively design and administer loan 
programs, to avoid unnecessary losses, process payments and col- 
lections in a timely manner and wherever possible through elec- 
tronic means, and efficiently collect overdue debt owed to the gov- 
ernment through the use of proven tools such as payment offset 
and the use of private collection agencies. 

During the last 2 years, there have been three major studies that 
address our goals to improve debt collection. The National Perform- 
ance Review looked at this matter, and H.R. 2234, the act you are 
introducing, Mr. Chairman, addresses the three specific actions rec- 
ommended in the Vice President’s report, creating a government 
that works better and costs less and its companion report on im- 
proving financial management. 

The act gives agencies the flexibility to use some of the money 
they collect from delinquent debt to pay for further debt collection 
efforts and to keep a portion of the increased collections. The act 
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eliminates restrictions that prevent Federal agencies from using 
private collection agencies to collect debt and expands the authority 
of the Justice Department to contract for private attorney support. 

Finally, the act bars delinquent debtors from obtaining Federal 
loans, thereby strengthening the governmentwide credit alert sys- 
tem used by Federal agencies to ensure that potential borrowers 
who apply for a Federal direct or guaranteed loan have resolved 
non-tax debts prior to getting a new loan. The act also eliminates 
costly litigation to foreclose federally held mortgages by establish- 
ing a nonjudicial foreclosure procedure. Nonjudicial foreclosure is 
cost effective, conserves scarce resources and promotes the eco- 
nomic objectives of Federal loan programs. 

The President’s Council on Integrity and Efficiency reviewed 
these matters and H.R. 2234 addresses many of the key rec- 
ommendations in the Inspectors’ General report including, “the suc- 
cess of existing offset programs, especially the IRS tax refund offset 
and Federal salary offiet, demonstrate the potential for a govern- 
mentwide administrative offset initiative.” 

Matching an offset of some portion of the $1 trillion in annual 
disbursments from Treasury could reduce the potential for one Fed- 
eral agency making payment to a debtor while another Federal 
agency expends resources to collect a delinquent debt from the 
same debtor. The PCIE report made several recommendations con- 
cerning fast follow-up on delinquent debt accounts within 6 months 
or 180 days. 

The third survey was done by the Department of the Treasury 
and Mr. Munoz will describe that report. In conclusion, our prelimi- 
nary 5-year scoreable and nonscoreable savings estimates from 
H.R. 2234 total $1,334 billion from 1996 through 2000. 

Preventing delinquent debt avoids some of the pain of special col- 
lections. This bill once enacted gives agencies the incentive to de- 
velop better financial management programs. For example, gain- 
sharing dollars, when invested in systems for on-line prescreening 
of loan applications for serious delinquencies, avoids agencies mak- 
ing loans that will likely default. 

Although we do not count the savings due to prevention, we be- 
lieve that these tools can turn around the trend in increasing delin- 
quent debt. We look forward to working closely with the committee 
and its staff on the passage and enactment of H.R. 2234. If any of 
our interagency groups can assist the committee, please do not 
hesitate to call on their expertise. 

Thank you for your support of an improved Federal debt collec- 
tion program and thank you to the members of this committee for 
sponsoring the Debt Collection Improvement Act of 1995. 

[The prepared statement of Mr. Koskinen follows:] 
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Office of Management and Budget 
Statement of John Koakinen 
Deputy Director for Management 
before the 

House Committee on Government Refoim and Oversight 
Subcommittee on Government Management, 
Information and Technology 

September 8, 199S 


Mr. Chairman and Distinguished Members of the Subcommittee on Government 
Management, Information and Technology: 

Thank you for the opportunity to testify in support of the Debt Collection Improvement 
Act of 1995 (H.R. 2234) which is of patticultr interest to this Committee. The Administration is 
very appreciative of the leadership and efforts of Chairman Horn to hold this hearing and to 
sponsor HR. 2234; and also the efforts of the ranking member, especially for her survey and 
'cpon on agencies' debt collection practices and her sponsorship orH.R. 2234. 

This bill is an opportunity for the Congress and the Administration to create a new 
Govemment-wide debt management progrant Once enacted, h gives us the tools we need to 
make government work better and cost less. By taking a businesslike approach to debt collection 
and by taking advantage of modem information technology, we can improve annual collection of 
delinquent debt and lower the deficit 

This bill is the result of a lot of hard work by the Chief Financial Offleers’ Council and 
the President's Council on Integrity and Efficiency whose members are veiy appreciative of this 
Conunittee's contributions to eflfiictive Federal financial management. 

Additionally, the Federal Credit Policy Working Croup, which I also chair should be 
(ccegoized for its role In advising on the proposals which are included in H.R. 2234. The Federal 
Credh Policy Working Group membership includes the major credit auistance and debt collection 
agencies. This group is composed of senior policy and career staff fl’oni tbe Depinmcnt of 
Agriculture, Department of Education, Department of Housing and Urban Devdopmen^ 
Department of Veterans’ Affairs, the Small Business Administration, Department of Justice, and 
Depaitment of Treasury. 
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Scope of Receivable 

There are literally hundreds of Federal programs which generate receivables. Most 
Federal receivables are generated through delinquent taxes and through Federal loan programs. 

In cur most recent report to the Congress on credit management and debt collection, we reported 
S321 billion in Fed<7al receivables. Of total receivables, S67 billion is in the category of 
delinquent taxes and S49 billion is in the category of delinquent loans and other claims. From 
1993 to 1994, delinquencies have grown by nearly 8 percent. In the last five years, delinquencies 
for non-tax debt have grown by more than $9 billion or nearly 25 percent. 

Loan programs generate the most receivables due to the Federal government. By year- 
cud fiscal 1994, total Federal credit assistance was S892 billion consisting of $198 billion in direct 
loans and 5694 billion in loan guarantees. 

A diverse population owes money to the Federal government. Popular loan programs are 
directed to help flirmers, veterans, small business owners, students, homeowners, and disaster 
'.-ictims. The Federal government offers credit to certain groups that cannot obtain credit on 
satisfactory terms in the private sector, thus it is assuming a significant risk of non-repayment. 

A general rule of thumb used in the debt collection business, notwithstanding economic 
condkions, is that 90 percent of borrowers pay their bills on time. About 7 percent pay late, and 
about 3 percent will become seriously delinqucm. At the end of 1995, 0MB report^ to 
Congress that total delinquency for non-tax accounts was slightly more than 5.2 percent of the 
total portfolio of guaranteea and receivablei. 

Big lenders expect some level of default due to sickness, death, bankruptcy, long term 
unemployment, or recent divorce. Often these accounts must be written off as an asset due to 
non-coUectibility. After an agency takes due diligence steps to determine coUeaibility, write-off 
and repotting to the IRfi as income may be required. Last fiscal year, agenciea wrote off mote 
then 58 bDlion in receivables. 

For loans that are collectible, we must bo persistent, and sometfanea &irly aggressive. 

For people who can repay, we should not let them just get away with not repaying their 
obligztiona becauae of short memory (“I forgot to mail the check." Or "I forgot it was a loan."), 
or moving without a forwarding address. Otherwise honest, hard working tax payen are paying 
for those who choose not to pay. The cost to the tax payer and to the integrity ^Federal 
assistance programs should not be underestimated. 
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Gogli 

Debt collection is a Clinton Administration priority. This bill is the most important debt 
collection legislation since 1982. H.R.2234 treats delinquent debtors consistently It is fair tn the 
rccrie who nav their bills owed to the Federal government on time. 

The Pedcral Government must manage its receivables ef&ciently and efTectively. Toward 
that end, this Administration’s performance goals for improved debt collection are to: 

- Effectively design and administer loan programs to avoid unnecessary loses; 

Process payments and collections in a timely manner and, wherever possible, 
through electronic means; 

- Efliciently collect overdue debt owed to the government through the use of proven 
tools such as payment offset and the use of private collection agencies. 

The Debt Collection Act of 1982 and the Deficit Reduction Aa of 1984 provided the 
Tcderal Government special collections tools such as reporting delinquent debt to credit bureaus. 
Federal salary offset, and the ability to pay private collection contractors fiom debt collection 
p'-occcds. These tools have been successftil in collecting billions of dollars. Still, we Icnow that 
•■gencies don't always have the systems and the resources to malce debt collection a long-term, 
top priority. We also know (hat the workload is increasing due to the increasing level of loan- 
mnking. For example, SBA's loan portfolio has increased by nearly 70 percent fhom $19 billion 
to $32 billion in the last four fiscal years. During the same period, FIE reaources have decreased 
'-j almost 10 percent. 

During the last two years there have been three major studies that address our goals to 
improve debt collection. In order of completion, the studies canied out by the executive bnuich 
were: (1) the Vice President’s National Performance Review, (2) the President’s Council on 
Integrity and Efficiency (PCIE) "Coordinated Follow up Review of Guaranteed Loans - 
Implementation of Credit Management Initiatives,'* and (3 ) a Treasury Department survey of 800 
debt collection specialists. With the advice and support of the Federal Credit Policy Working 
Group, the Department of Treasury and the Department of Justice were able to incorporate the 
recommendations of these studies into HR. 2234. 

Nawn«LP etfen ngngt Rgiev y 

HR. 2234, The Debt Collection Improvement Act addresses the three specific actions 
recommended in the Vice President’s Report, “Creating a Government that Works Better and 
Costs Less,” and ita companion report on improving financial management by 
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Givins agencies the flexibility to use some of the money they collect from 
delinquent debt to pay for further debt collection efforts, and to keep a portion of 
the increased collections; 

Eliminating restrictions that prevent federal agencies fr^om using private collection 
agencies to collect debt; and, expanding authority of Justice to contract for private 
attcraey support; 

Barring delinquent debtors from obtaining Pederai loan strengthens the 
gQvenunent-wide credit alert system used by federal agencies to ensure that 
potential borrowers applying for a federal direct or guaranteed loan have resolved 
non-tax debts prior to getting a new loan; 

Eliminating costly litigation to foreclose Federally held mort^ges by establishing a 
nonjudicial foreclosure procedure. Nonjudlcial foreclosure is cost-eflective, 
conserves scarce resources and promotes the economic objectivea of Federal loan 
programs. 


President's Council on rntearitv and Effleienev Review 

H.R. 2234 addresses many of the key recommendations of the Inspector Genemi’s PCIE 
report including: “ The success of existing of&et programs, especially the IRS tax raftmd offiet 
and Federal salary offset, demonstrate the potential for a govenunent wide administtative offset 
iritir.tive. Matching and of&et of some portion of the $ 1 trillion in annual disbursements from 
T-easuiy could reduce the potemlal for one Federal agency making payment to a debtor while 
aocther Federal agency expends resources to collect a delinquent d^t fhom the same debtor.” 

'The FCIB report made several recommendations concerning fast follow up on ddinquent 
c.ccounts within six months or 180 days of delinquency. There is no question that the older the 
account, the more expensive and the less likely collections. As of the end of 1994, more then $3 5 
billion of the $49 billion or 70 percent of delinquent non-tax accounts were more than one yew 
past due. In line with the PCIE thinking, the administtative offset provisions of HJL 2234 would 
be triggered for claims that are more than 180 days overdue. Once an account is more than 180 
days overdue, unless there is collateral securing the loan, there is little chance of collection 
without the use of special colleaion tools authorised in H.R. 2234. 

The Treaaarv Surve y 

In Tanuacy 1993, the Finandat Management Service of the Treasury Oepaitment reported 
in "Breaking the Barriers to Improved Debt Colieetion.” that agency debt coUe^on qredallsts 
believe that performance can be substantially improved. Speclfrcally, debt collection specialists 
asked for enhanced resource support of detrt collection, snd improved information sharing and 
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ccrtuTiunication within and among agencies. Treasury’s plan to provide systems and cross- 
serving support is in effect a new government wide debt collection program. 

Improved Sysiems 

We know that centralized defat collection systems can pay off The success of the tax 
refund offset program is one example. Another example is the Department of Justice's Central 
Intake Facility for managing delinquent claims referred to Justice for litigation and enforcement. 

In 1990, the Department of Justice implemented a centralized debt collection program through a 
central intake facility. Its advantages are better workload scheduling, more accurate case tracking 
and reporting, standardization of cases referred to Justice as well as increased communication and 
coordination with Federal agencies. By 1994, the Justice Department’s total cash collections 
Increased by more than SI. 32 biDion to a total of $1.8 billion. For the record, this system is 
financed out of a special authority, which allows Justice to retsin up to 3 percent of dvil 
collection for re-investment in its debt collection program. 

This bill creates the necessary administrative incemives for Treasury and other nuyor debt 
collection agencies to invest in systems that support improved electronic payments and collection 
cf ta-x and non-tax delinquent debt. The Department of the Treasury Is a leader in modem 
caynients and collections technology. Treasury’s role in the new government-wide debt 
collection program will be to design and manage a debt collection systems network which Unks 
debt collection information resources to improve collections and insures compliance with Privacy 
Act and tax information disclosure requirements. 

Conclusions 

Preliminary five-year scorable and non-scorabie saving from H.R. 2234 total SI .334 
billion from 1996 through 2000. 

0MB scoring conventions under the Budget Enforcement Act allow for scoring proposals 
that directly afreet the cost of the program and prohibit scoring proposals that have an inject 
effect to the cost of the program. Changes in legislation that have a direct effect of how • 
program is managed can be scored for PAYQO purposes, i.e., reauirinii a Federal Salary Offset 
Program. Direct savings can either be counted toward deficit reduction or be reinvested in other 
progruiu or activities. Changes in legislation that have an indirect effhet on how a program is 
managed cannot be scored for PAYGO purposes. However, 0MB has developed estimates of the 
savings that would be counted toward deflert reduction only. An example of indirect savings far 
H.JR. 2234 is allowing SSA the authority to pgy private collection contracton out of proceeds. 

For direct saving which can be scored according to the Budget Enforcement Act, the 
OfBco of Management and Budget estimates three year PAYGO savings of S812 million from 
1996 through 1998. For five years, total direct savings total $1.05 billion. 
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For indirect savings which may be counted toward deficit reduction if realized, OMB 
cj'.ir’rtcs another S173 n^on for three years and J284 million for fivo years through 2000. 

Preventing delinquent debt avoids some of the pain of special coUectioos. This biB, once 
'•'acted, gives agencies the incentives to develop better financial nunagemeitt systems. For 
c;<?mplc, gainsharing doilars when iirvested in systems for on-line pro-screeitiiig of loan applicants 
for sc-ious delinquencies avoids agencies making loans that will likely default. Although we do 
not. count the sa-Wngs due to prevention, we believe that these tools can turn around the trend in 
Hc'casing delinquent debt. 

We look forward to working closely with the Committee and its staff on the passage and 
enactment of H.K. 223d. If any of our Interagency groups can assist the Committee, please don’t 
hesitate to call on their expertise. Thank you for your support of an improved Federal debt 
collection program, and thank you to the members of this Committee for sponsoring the Debt 
Collection Improvement Am of 1995. In addition, if the Committee has any questions fiv the 
Department of Justice, we will be happy to ooordituue written responses to these questiool. 
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Mr. Horn. Thank you for your very helpful testimony in that. I 
take it you can stay till the end of the panel. 

Mr. Koskinen. Yes. 

Mr. Horn. So we can question you all at once. I’m sorry for the 
delay. Usually I open these hearings precisely but they happened 
to have the base closure legislation on the floor and I had to speak 
on that subject since Long Beach has been damaged more by base 
closure than 46 of the 50 States, so I had a few things to say on 
the subject. 

But I thank Mr. Davis in particular for opening the hearing and 
getting it underway. I will put in at this time the two opening 
statements, my own as chairman and the ranking minority mem- 
ber, Mrs. Maloney, the gentlewoman from New York, as if they 
were read at the beginning of the hearing transcript. Then we will 
proceed with the other witnesses on this panel. Mr. Munoz, the 
Chief Financial Officer, Assistant Secretary for Management, De- 
partment of the Treasury is next. Welcome. 

Mr. Munoz. Good morning, Mr. Chairman, and distinguished 
members of the subcommittee. Tm pleased to be here and have this 
opportunity to discuss the administration’s program to improve 
debt collection within the Federal Government. 

If I may, I would like to dispense with reading my entire state- 
ment and limit my remarks to the highlights of the program and 
the anticipated benefits which would result from enactment of H.R. 
2234, the Debt Collection Improvement Act of 1995. 

We appreciate the leadership you and the ranking minority 
member have shown on this legislation. The purpose and vision of 
our program is to protect the financial interest of the American 
taixpayer and to treat delinquent debtors fairly while collecting 
what is rightfully owed to the Federal Government. 

Since September 1993, Department of the Treasury officials have 
talked to over 800 Federal employees involved in collecting delin- 
quent debt about the barriers they face in doing their jobs effec- 
tively and about ways to remove those barriers. Overwhelmingly, 
they support initiatives that will improve their ability to share in- 
formation with each other, to standardize and centralize debt man- 
agement functions and to stren^hen debt collection regulations. 

In January of this year, the Financial Management Service of the 
Treasury Department documented in its “Breaking the Barriers to 
Improved Debt Collection Report” that agency debt collection spe- 
cialists throughout the Federal Government believe that debt col- 
lection performance can be substantially improved. Specifically, 
debt collection specialists asked for enhanced resource support of 
debt collection and improved information sharing and communica- 
tion within and among agencies. 

Treasury’s plan to provide systems and cross-servicing support is 
in effect a new governmentwide debt collection program. We know 
that centralized debt collection systems can pay off. The success of 
the tax refund offset program is one example. 

Another example is the Department of Justice Central Intake Fa- 
cility for managing delinquent claims referred to Justice for litiga- 
tion and enforcement. In 1993, the Department of Justice imple- 
mented a centralized debt collection program through a central in- 
take facility and a computer link up of 94 judicial districts. 
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Its advantages are better workload scheduling, accurate case 
tracking and reporting, and compliance with the Privacy Act. In 

1994, 1 year later, the Justice Department’s total cash collection in- 
creased by more than $850 million over collections of $948 from the 
preceding year. This represents a near doubling of collections in 1 
year. For the record, this system was financed out of a special au- 
thority which allows Justice to retain up to 3 percent of collections 
for reinvestment in its debt collection program. 

Consequently, as a result of previous successes in centralized 
debt collection and the work of Treasury Department and agency 
officials, an expanded program is being created to strengthen and 
enhance debt collection within the government. The legislation you 
are considering, H.R. 2234, the Debt Collection Improvement Act of 

1995, would greatly enhance the administration’s ability to imple- 
ment this program. 

This hill creates the necessary administrative incentives for 
Treasury and other major debt collection agencies to invest in sys- 
tems that support improved electronic payments and collection of 
taxed and untaxed delinquent debt. The Department of the Treas- 
ury is a leader in modern payment and collection technologies. 

Treasury’s role in the new govemmentwide debt collection pro- 
gram will be to design and manage a debt collection system net- 
work which links debt collection information resources to improved 
collections while maintaining and ensuring compliance with Pri- 
vacy Act and tax information disclosure requirements. 

Mr. Chairman, our goals in creating this program are simple: 
First, we wish to treat our debtors fairly and consistently with due 
regard to their due process rights; second, we wish to reduce the 
monetary losses resulting from inadequate collection of debts owed 
to the Federal Government; third, we wish to maximize the 
amounts we collect and minimize our costs of collection; fourth, we 
wish to ensure that the public knows what we are doing and of its 
obligations to repay government debts; fifth, we wish to avoid need- 
less litigation; next, we wish to ensure that our employees are 
properly trained to do their jobs and to ensure that the task of col- 
lecting debt is assigned to those who are properly trained; and last 
we wish to avail ourselves of private-sector resources. 

Mr. Chairman, every Federal agency has a responsibility to im- 
plement effective debt collection programs, streamline the debt col- 
lection process, be able to share information where appropriate and 
use modern business practices and technolo^. Treasury has been 
working, through partnerships established with the Chief Financial 
Officers’ Council, the Office of Management and Budget, the Fed- 
eral Credit Policy Working Group and the Inspector General com- 
munity to develop its debt collection program and will continue to 
work through these partnerships as well as other interagency part- 
nerships to implement its program. 

There exists a strong desire by the Federal agencies to improve 
Federal debt collection. For example, the Chief Financial Officers’ 
Council has listed improved debt collection as one of its top seven 
priorities for this year. Our partnerships will help us implement an 
effective governmentwide program to improve debt collection. 

Through knowledge and experience, Treasury is in a unique posi- 
tion to lead this new effort toward more efficient debt collection. 
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The Department of the Treasury, under a memoranda of under- 
standing with the Office of Management and Budget, is the lead 
agency in credit management and debt collection in the Federal 
Government. 

Treasury has, among other things, issued standards for manag- 
ing Federal receivables, managed the governmentwide debt collec- 
tion contract, and has implemented the Federal Tax Refund Offset 
Program which has resulted in collections of over $5 billion to date 
in delinquent and untaxed debt. Treasury’s program intends to 
take advantage of existing debt collection tools by improving and 
expanding their use, more effectively using the efficient debt collec- 
tion centers existing in the Federal Government, and establishing 
a centralized offset program at the disbursement level so that the 
government may effectively collect on its delinquent debts from 
government payments that would otherwise be disbursed to the 
debtor. None of these proposals require costly investments to im- 
plement and all of these proposals will result in savings to the gov- 
ernment. 

The implementation of this program and the passage of this leg- 
islation you’re sponsoring will clearly help us do more with less. 

Mr. Horn. Can you close it out now? 

Mr. Munoz. We strongly support H.R. 2234, the Debt Collection 
Improvement Act of 1994 because it will assist us in implementing 
improvements to the govemmentwide debt collection. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Munoz follows:] 
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Mr. Chairman and Distinguished Members of the Subcommittee: 

Good morning. I am pleased to be here and have this oppoitunity to discuss the Administration's 
program to improve debt collection within the Federal Government. I would like to discuss 
some of the key points of the program and the anticipated benefits which would result from 
enactment of H.R. 2234, the "Debt Collection Improvement Act of 1995." We appreciate the 
leadership you and the Ranking Minority Member have shown on this legislation. 

Program Purpose and Vision 

The purpose and vision of our program is to protect the financial interests of the American 
taxpayer, and to treat delinquent debtors fairly while collecting what is rightfully owed to the 
Federal Government. 

Background 

Since September 1993, Department of the Treasury officials have talked to over 800 Federal 
employees involved in collecting delinquent debt about the barriers they face in doing their jobs 
effectively and about ways to remove those barriers. Overwhelmingly, they support initiatives 
that will improve their ability to share iitformation with each other, to standardize and centralize 
debt management functions, and to strengthen debt collection regulations. 

In January 1995, the Financial Management Service of the Treasury Department documented in 
its "Breaking the Barriers to Improved Debt Collection” report that agency debt collection 
specialists throughout the Federal Government believe that debt collection performance can be 
substantially improved. Specifically, debt collection specialists asked for enhanced resource 
support of debt collection, and improved information sharing and communication within and 
among agencies. Treasury's plan to provide systems and cross-servicing support is in effect a 
new govemmentwide debt collection program. 
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We know that centralized debt collection systems can pay off. The success of the tax refund 
offset program is one example. Another example is the Department of Justice's Central Intake 
Facility for managing delinquent claims referred to Justice for litigation and enforcement. In 
1 993, the Department of Justice implemented a centralized debt collection program through a 
central intake facility and a computer link up of 94 judicial districts. Its advantages are better 
workload scheduling, accurate case tracking and reporting, and compliance with the Privacy Act. 
In 1994, one year later, the Justice Department's total cash collection increased by more than 
$850 million over collections of $948 from the preceding year. This represents a near doubling 
of collections in one year. For the record, this system was financed out of a special authority, 
which allows Justice to retain up to 3 percent of collections for re-investment in its debt 
collection program. 

Consequently, as a result of previous successes in centralized debt collection and the work of 
Treasury Department and agency officials, an expanded program is being created to strengthen 
and enhance debt collection within the Government. The legislation you are considering, H.R. 
2234, the "Debt Collection Improvement Act of 1995," would greatly enhance the 
Administration's ability to implement this program. 

This bill creates the necessary administrative incentives for Treasury and other major debt 
collection agencies to invest in systems that support improved electronic payments and collection 
of tax and non-tax delinquent debt. The Department of the Treasury is a leader in modem 
payment and collections technologies. Treasury's role in the new govemmentwide debt 
collection program will be to design and martage a debt collection systems network which links 
debt collection information resources to improve collections, while maintaining and insuring 
compliance with Privacy Act and tax information disclosure requirements. 

Goals 

Mr. Chairman, our goals in creating this program are simple: 

1 . we wish to treat our debtors fairly and consistently, with due regard to their due 
process rights; 

2. we wish to reduce the monetary losses resulting fi'om inadequate collection of debts 
owed to the Federal Government; 

3. we wish to maximize the amount we collect and minimize our costs of collection; 

4. we wish to ensure that the public knows what we are doing and of its obligation to 
repay Government debts; 

5. we wish to avoid needless litigation; 
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6. we wish to ensure that our employees are properly trained to do their jobs, and to 
ensure that the task of collecting debt is assigned to those who are properly trained; and 

7. we wish to avail ourselves of private sector resources. 

Every Federal agency has the responsibility to: (1) implement effective debt collection programs; 
(2) streamline the debt collection processes; (3) be able to share information where appropriate; 
and (4) use modem business practices and technology. We strongly believe that our program 
will enhance each agency's ability to meet these responsibilities. 

Trea.surv's Program 

Treasury has been working through partnerships established with the Chief Financial Officer's 
Council, the Office of Management and Budget, the Federal Credit Policy Working Group and 
the Inspector General community to develop its debt collection program and will continue to 
work through these partnerships, as well as other inter-agency partnerships, to implement its 
program. There exists a strong desire by the Federal agencies to improve Federal debt collection. 
For example, the Chief Financial Officer's Council has listed improved debt collection as one of 
its top seven priorities for this year. Our partnerships will help us implement an effective 
govemmentwide program to improve debt collection. 

Through knowledge and experience. Treasury is in a unique position to lead this new effort 
toward more efficient debt collection. The Department of the Treasury, under Memoranda of 
Understanding with the Office of Management and Budget, is the lead agency in credit 
management and debt collection in the Federal Government. Treasury has, among other things, 
issued standards for managing Federal receivables, managed the govemmentwide debt collection 
contract, and has implemented the Federal tax tefimd offset program, which has resulted in 
collections of over $5 billion to date in delinquent non-tax debt. 

Over the years Treasury has provided staff support to agencies and 0MB by: 

1 . establishing standards, guidelines and procedures on debt collection; 

2. developing and facilitating the use of various debt collection tools; 

3. providing training for Federal debt collectors; 

4. sponsoring pilot projects, including systems redesign, within agencies to improve debt 
collection; and 

5 . collecting quarterly financial data on agency receivables and debt collection practices. 
Our new program, which has Treasury involved in operational debt collection tasks, represents 
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the most efifective way Treasury can improve govemmentwide debt collection in the current 
environment of limited resources. 

Treasury's program intends to take advantage of existing debt collection tools by improving and 
expanding their use, more effectively using the efhcient debt collection centers existing in the 
Federal Government, and establishing a centralized offset program at the disbursement level so 
that the Government may effectively collect on its delinquent debts from Government payments 
that would otherwise be disbursed to the debtor. None of these proposals require costly 
investments to implement, and all of these proposals will result in savings to the Government 
The implementation of this program, and the passage of the legislation you are sponsoring, will 
clearly help us to do more with less. 

Cross-Servicing 

We believe that agencies can assist each other in a;^lying adequate debt collection procedures to 
delinquent Federal debts. Some agencies have developed sophisticated and efficient "debt 
collection centers" while other agencies do not have sufficient resources to collect their 
delinquent debts effectively. Cross-servicing provides a solution. Under cross-servicing, 
agencies will have the option of utilizing the debt collection services of the more efficient debt 
collecting agencies of the Federal Government We envision a consortium of debt collection 
centers within the Federal Government efficiently providing services for agencies with limited 
debt collection resources. The Department of the Treasury will act as the key coordinating point 
in the consortium, and will provide collection services not otherwise available through other 
agencies. This consortium will tap into the capabilities of private sector collection agencies to 
enhance its debt collection operations. 

Cross-servicing will result in mote consistent treatment of debtors. Employees in debt collection 
centers are trained and experienced in debt collection procedures and will assure that debts are 
aggressively pursued while adequate due process rights are provided to debtors. The Federal 
Government, our taxpayers and our debtors wilt be assured a more consistent debt collection 
process which will be driven by the ability of the debtor to repay the amount owed, and not 
whether a particular agency has the experience or resources to pursue the debt. 

Treasuff QHsct rroeiam 

Another centralized debt collection service which is a key component of Treasury's program is 
centralized offset. Statistical matches have shown that the Federal Government routinely makes 
payments to persons and other entities indebted to the Federal Government. Centralized offset 
would take advantage of Treasury's role as the chief disbursing agent for the Federal 
Government. By matching Treasury's payment certification records against delinquent debtor 
records, we will be able to identify payments which are intended to be made to delinquent 
debtors, and use those payments to reduce the outstanding indebtedness the debtor/payee owes to 
the Federal Government, where appropriate. 
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The Treasury Offset Program (TOP) will provide numerous benefits for Federal debt collection. 
First, TOP will consolidate several current programs which emphasize specific types of 
payments, such as tax refund offset and salary offset, and will encompass payments which are 
currently not part of a govemmentwide offset program such as vendor payments. H.R. 2234, 
would provide clear authority for Treasury to conduct this centralized program, and would 
expand the types of payments available for offset, including certain Federal benefit payments 
such as Social Security and Railroad Retirement payments. 

Secondly, TOP will centralize the offset process for the various types of debts which the 
Government collects by offsets. TOP will provide a mechanism for collecting (1) non-tax 
Federal debts, and, through legislative changes contained in H.R, 2234, (2) tax debts subject to 
continuous levy, and (3) debts administered by States in which the Federal Government has a 
financial interest. 

TOP will also serve as a method for locating delinquent debtors, since payment records generally 
contain very current address information. This will enable creditor agencies to locate the debtors 
and pursue debt collection, compromise the debt or cease debt collection activity, where 
appropriate. 

Finally, for those payments which are not disbursed by Treasury (such as payments of the 
Department of Defense and the Postal Service), the Treasury Offset Program will provide for 
matching of delinquent debtor records with the payment certifying records of those non-Treasury 
disbursing agencies, and authority to offset those payments. 

Thus, TOP will provide a basic process where all appropriate payments can be matched against 
all appropriate debts for the purpose of offset. 

Debtors will be protected from having payments offset where it would not be appropriate. For 
example, benefit payments issued by the Department of Veterans Affairs would be exempt from 
offset, and the first $10,000 of all benefit payments made during any twelve month period would 
be statutorily exempt from offset. In addition, TOP, as administered by Treasury, will provide 
for an exemption from offset where the debtor demonstrates that taking the payment by offset 
would result in hardship. TOP will be administered in a maimer which will provide debtors with 
exemptions for cases of financial hardship, but at the same time will assure that those who can 
pay their lawful debts do so. 

Due Process Rights of Debtors 

We are very concerned that the due process rights of our debtors be protected under Treasury's 
Debt Collection Program and we have assured that those rights will be protected. In providing 
for cross-servicing arrangements between agencies, our program provides that servicing shall be 
performed under the authorities of the original creditor agency, thus maintaining all the original 
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rights and protections of the debtor. The language in the proposed legislation clearly adopts this 
position. No right or privilege will be eliminated solely because the debt will be collected by an 
agency other than the original creditor agency. 

In consolidating offset within the Government, Treasury will provide extensive due process 
protections. At a minimum, prior to initiating offset, creditor agencies will be required to 
provide; 

1 . written notice to the debtor of the debt and that the debt is delinquent and that the 
agency intends to collect the debt through the offset; 

2. an oppominity to inspect agency records concerning the debt; 

3. an opportunity to review the debt with agency officials; and 

4. an opportunity to enter into a written agreement with the creditor agency to repay the 
debt 

These rights concerning offset are currently contained in title 31, United States Code, section 
3716, and the Federal Claims Collection Standards adopted by the Department of Justice and the 
Goverrunent Accounting Office. The proposed legislation, H.R. 2234, does not change any of 
these existing due process rights. 

Computer Matching 

The legislation does provide an exemption from the requirements of the Computer Matching and 
Privacy Protection Act of 1988 (the "Act"). We support this exemption, not because it eliminates 
any due process rights or protections, but because the Computer Matching and Privacy Protection 
Act of 1988 contains provisions that would prohibit conducting a disbursing official offset 
program. For example, the Act would require that the debtor be sent a written notice subsequent 
to the match of debtor and payment records indicating that the agency intends to collect the debt 
through offset. While this notice is substantially similar to the notice which will be sent by the 
creditor agency prior to initiating TOP, the Act would both prohibit conducting offset for thirty 
days after the notice is sent and, simultaneously, prohibit bolding up the payment while the thirty 
day period expires. As a result, no offset would be possible, and the money would be paid to the 
debtor leaving the Federal debt unpaid. 

By comparison, the tax refimd offset program which is exempt from the Computer Matching and 
Privacy Protection Act of 1988 and has resulted in over $5 billion in collections to date, provides 
due process rights virtually equivalent to the rights provided under TOP. 

In weighing the additional due process protections provided by the Act, which are minimal, 
against the administrative burden of the Act, which is substantial, we believe that the exemption 
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provided under the proposed legislation is clearly necessary and warranted. 

TTie Legislative Proposal 

We strongly support H.R. 2234, the "Debt Collection Improvement Act of 1995," because it will 
assist us in implementing improvements to govemmentwide debt collection. This legislative 
proposal: 

1 . protects the rights of the debtor, and provides notice and due process, before the 
debt is collected; 

2. enhances the Federal Government's ability to collect &om those people who owe 
money to the Government; 

3. provides a mechanism for the Government to apply payments intended to be made 
to people who are past due on amounts owed the Government to pay back their 
Government debts; 

4. expands the authority for Federal agencies to service and collect debts for each 
other, so that agencies do not duplicate collection programs; 

5. allows more Federal agencies to use private debt collectors; 

6. prohibits the extension of Federal credit to delinquent debtors; 

7. provides financial incentives for agencies to do a better job collecting the 
Government's debts; 

8. expands the use of private attorneys to help collect Federal debts; and 

9. authorizes non-judicial foreclosure of federally held mortgages. 

Anticipated Benefits - One Year From Now 

This proposed legislation will provide the following benefits: 

1 . increased receipts of an estimated $1.05 billion over five years, and additional 
deficit reduction of $284 million over five years; 

2. reduced delinquencies; 

3. increased use of debt collection tools already in existence, including the use of 
private collection contractors; 
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4. consistent and fair treatment of delinquent debtors; and 

5. increased public perception that the Federal Government performs its functions in 
an effective and efBcient marmer. 

Thank you, Mr. Chairman. This concludes my remarks this morning. I would be pleased to 
address any questions regarding this legislation or our debt collection efforts that you or other 
Members of the Subcommittee may have. 
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Mr. Horn. We thank you very much. Our next witness is also a 
regular with this panel. Mr. Anthony Williams is the Chief Finan- 
cial Officer for the Department of Agriculture. 

Nice to see you again, Mr. Williams. 

Mr. Williams. Thank you, Mr. Chairman, and members of the 
committee. 

I’d like to introduce for the committee, Ted David, my Deputy 
Chief Financial Officer, and Ray Gonzalez, who is our Debt Man- 
agement Coordinator at USDA. I like to introduce the people who 
are actually doing the work, and just briefly summarize the re- 
marks I have entered for the record. 

As this committee well knows, USDA has a wide range of dif- 
ferent programs that range from farm and home loans to food 
stamps and loans for utilities. USDA is also a lender in many cases 
of last resort, going where no one’s gone before, so to speak, and 
basically operating at risk levels that the private market doesn’t. 

This is all the more reason why we have to take every precaution 
to safeguard our assets, and more importantly, to ensure that we 
achieve the right return on those assets in our lending programs. 
With over $12 billion out of $113 billion in debt delinquency, this 
is a level that is unsatisfactory I know to the administration, and 
certainly to the Secretary, and he has asked us to do everything 
possible to accelerate our effort to collect delinquent loans. 

We are proud of what we have done in tax refund offset in 1994, 
of $33 million; what we have done by aggressive litigation efforts, 
around $76 million; and what we have done already in administra- 
tive offset to the tune of some $15 million. But much more needs 
to be done. I would just briefly share with the committee an agen- 
cy’s perspective of how a number of these tools fit together. 

I think it’s very important that we look at the complete life cycle 
of our lending programs and what we’re trying to do from the very 
beginning, from the program design, what we’re doing under GPRA 
to begin establishing goals and performance measures for our pro- 
grams; to look at what we’re actually trying to accomplish and how 
well we’re accomplishing it; to look at program administration and 
under the ag/USDA reorganization consolidating for efficiency and 
economy, many of our collection efforts; and to look at what the 
NPR and as Mr. Koskinen has referred to this, what the NPR has 
urged us to do in the effort to look at more unique approaches. 

We have already, with the cooperation of this Congress, gotten 
efforts to go into private collection resources, to better use U.S. at- 
torneys for some of our litigation efforts, and I think very impor- 
tantly over the last year, working with the Federal Credit Policy 
Working Group, to create for the first time a stream of reporting 
on how well we’re doing in our lending programs. 

And you may say, “well big deal, you’ve got a reporting program 
not performance.” But compared to where we are, we are going in 
the right direction and have made great advances because this pro- 
vides the Secretary with an answer. How are we doing on these 
loans? How far are we going? What are our milestones? What are 
the results of all of our efforts? A very, very powerful measure. And 
I know the Federal Credit Policy Working Group is now working 
further on performance measures. We think this is very important. 
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The bill and what it offers us for offset, George has referred to 
this, we think is also quite salient. But I would also really urge the 
committee the importance of cross-servicing, because one of the 
major initiatives of the administration and this committee has been 
to further centralize and consolidate a lot of our financial activities. 
I know from an agency perspective that’s known for its constella- 
tion of different component agencies and processes the best way to 
go about this is on a competitive basis and I’ve referred to this be- 
fore as a kind of Kevin Costner approach. If you build a system 
that is attractive to other agencies, that’s cost competitive, and 
that’s very enticing, people will use that service, and over time you 
achieve the economies of scale that you want. We think that there 
is a very important feature of the bill. 

And I would finally add as my time elapses the whole area of 
gain sharing. We have long felt the need for a litigation tracking 
system. Again, not rocket science but something very needed in the 
area of management information systems. This is something that 
all of our people can invest resources in with what we would get 
from gain sharing under this bill in cooperation with the other 
agencies. 

We’re very strongly behind the bill and urge its adoption, Mr. 
Chairman. 

[The prepared statement of Mr. Williams follows:] 
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Septembers, 199S 


Mr. Chairman and Members of the Committee, thank you for the opportunity to share our 
thoughts on Federal debt collection policies and needed improvements With me is Irwin Ted 
David, Deputy Chief Financial Officer for the United States Depanment of Agriculture (USDA), 

As of September 30, 1994, USDA was owed about $1 13.7 billion, of which $12.3 billion 
was delinquent. These delinquencies are a result of farm loans, food stamp overpayments, utility 
loans, defaulted loan guarantees, and other USDA program activities. The large delinquencies 
can be attributable to a great extent to the interest that accrues during the time consuming 
servicing actions required by laws and regulations. Much of the accrued interest will not be 
collected. 

USDA provides debtors every opponunity to bring their accounts current. We fully 
respect due process in the collection of delinquent debts. However, USDA intends to use all the 
tools available to us to reduce the number and amount of delinquent debt. The proposed 
legislation and other debt collection practices being considered by your Committee provide 
numerous tools to assist Federal agencies in pursuing collection of delinquent debt. 
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I am pleased to have worked with the Depanment of Treasury (Treasury), the Office of 
Management and Budget, and other Federal agencies in the development of proposed legislation, 
now referred to as the Debt Collection Improvement Act of 1995, H R 2234. 

Among those tools which are particularly imponant to us are: 

• Administrative Offset for all delinquent debt through T reasury ; 

• Exemption of Administrative Offset and other debt collection initiatives from restrictions 
of the Computer Matching and Privacy Act, 

• Allowing States and the Federal Government to offset each other’s payments to collect 
each other’s debt, 

• Facilitating the ability of agencies to service each other's debt on a reimbursable basis 
(cross-servicing); 

• Requiring persons doing business with and panicipating in programs of the Federal 
Government to provide taxpayer identification numbers; 

• Barring delinquent debtors from obtaining Federal benefits including, loans, insurance, and 
administrative services; 

• Allowing agencies to repon current consumer debts to credit reporting agencies; 

• Expanding the use of private collection agencies; and 

• Allowing some agencies to retain some portion of increased collections of delinquent 
debts to fund improved debt collection efforts. 
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Administrative Offset 

Administrative Olisei is the withholding of monies owed by the Government to a person 
or entity, to satisfy a debt owed the Government by that person or entity (for example, the 
withholding of income tax refunds due former food stamp recipients to offset their delinquent 
food stamp overpayment claims) Offset programs may use income tax refunds, salary payments 
or other payments to offset debt 

We support this proposal and Treasury’s plans for development of a collection 
management service for Federal debt. We believe this will result in more effective collection 
efforts, and that the process will satisfactorily address Internal Revenue Service (IRS) concerns 
over the disclosure of taxpayer information This provision in the proposed law will resolve, in 
part, difficulties USDA has experienced with the Federal Tax Refund Offset Program we operate 
to collect food stamp overpayments 

Treasury’s Administrative Offset Initiative promises to be an excellent collection tool, 
which when fully implemented will greatly increase opportunities for collection. 

Co m puier M at china 

We support exemption of the Treasury Administrative Offset Program (TAOP) and other 
Federal debt collection initiatives from requirements of the Computer Matching Act of 1985. The 
Computer Matching Act requires each Federal agency to. (1) draft Interagency Agreements 
allowing the exchange of information between agencies seeking information on the location of 
delinquent debtors and agencies that have information on the location of those delinquent debtors; 
(2) establish Data Integrity Review Boards to review and take action on these Interagency 
Agreements, and, (3) publish the matching information in the Federal Register. 


While we support Congressional intent to protect individual privacy, these requirements of 
the Computer Matching Act delay and impede the collection of debt owed the Government. It is 
very important to debt collection efforts that Federal agencies be able to share information about 
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Federal debtors in an efTicient manner; addresses, identification numbers, and total debt obligation 
information. Such information not only helps collect delinquent debt, but may prevent the 
extension of additional Federal credit to debtors unable to carry their current debt load. 

In addition, this exemption will significantly reduce the amount of resources spent by the 
Data Integrity Review Boards and the Offices of General Counsel and their associated staffs, as 
well as improve the timeliness of matches. In keeping with the current Congressional spirit of 
“government operating like a business,” we support the exemption of these valuable tools from 
the Computer Matching Act. 

Federal and State Government Pannerships 

USDA suppons the establishment of partnerships between State and Federal agencies to 
collect public debt We know that partnerships between State and Federal agencies work For 
instance, USDA’s Food and Consumer Service successfully uses State-level sources to collect 
Food Stamp overpayments. State agencies routinely refer delinquent Federal debts to State tax 
agencies, State lotteries and gaming commissions, motor vehicle departments, and other agencies 
to pursue collection. These cooperative collection activities have resulted in the collection of 
approximately $60 million of delinquent food stamp overpayments since 1993. 

A reciprocal arrangement would not only allow State agencies to collect their debt, it 
would also open the door for increasing collections where federal and State funds are 
commingled in overpayments to program recipients, as in the Aid to Families with Dependent 
Children (AFDC) program It would also allow continued State participation in offset programs 
under a block grant funding arrangement, an opponunity not currently available to States. 
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More and more State governments are instituting State income tax offset programs, and 
they are finding these programs to be instrumental in collecting State debt. This Act provides the 
basis for Federal and State Government pannerships in debt collection and expands the capability 
of States to collect their debts. 

Cross-servicing 

USDA supports the cross-servicing of debt collection activities For nearly 1 5 years, 
USDA has played an active role in cross-servicing debt collection, administrative billings and 
collections, travel, and other financial services through the operations of the National Finance 
Center (NFC). 

USDA handles payroll-related debt service for all the agencies we cross-service, and 
provide full debt collection activities for smaller agencies This includes billings, collection letters 
and installment payment negotiations. We also refer delinquent debts to credit bureaus, and to the 
IRS for income tax offset, and to the Department of Justice for litigation. Our services reduce 
operating costs and result in significant savings to our customers. 

Our experience demonstrates to us that there are enormous benefits to be realized by 
cooperating to share needed information and services. We strongly support this provision in the 
proposed legislation. 

Taxpayer Identification Numbers 

It is essential that Federal agencies be given maximum leverage to collect delinquent debts. 
An extremely imponant factor in debt collection effons is correct identification of debtors, both 
to collect current delinquent debt and to prevent incurring more delinquent debt in the future. 
Taxpayer identification numbers are central to this identification effort, and we support this 
provision in the proposed legislation. 


5 



115 


Bar Delinquent Debtors From Qbtaininii Additional Federal Benefits 

USDA supports the provision to bar delinquent debtors from obtaining additional (non- 
essential) Federal benefits. The provision will not bar delinquent debtors from receiving essential 
Federal benefits (such as food stamps), but will prevent problem debtors from incurring new 
Federal debt. In addition, a waiver provision in the proposed legislation addresses extenuating 
circumstances. This provision will provide an incentive for delinquent debtors to resolve their 
current debt and decrease future delinquencies. 

Credit Reporting 

Agencies should be allowed to report both current and delinquent consumer debts to 
credit reporting agencies. Current law permits only the reporting of delinquent consumer debts. 
Failure to report current debt information leaves Federal and other creditors unaware of a 
debtor’s true debt load Therefore, Federal and private sector lenders are in jeopardy of making 
additional loans to debtors who are already overextended, and at high risk of default. 

In concert with Congressional concerns that the Federal Government operate like a 
business, we suppon the use of expanded credit reporting. 

Use Private Collection Aitencies 

The expanded option to use private collection agencies could be a valuable tool in debt 
collection. While some Federal agencies have long shied away from using collection agencies, 
they can be important to ensuring that we are using every available option before we consider 
writing off debts. Collection techniques can be limited and described by contract, to prevent 
abuse, as is being done with Treasury’s newly-awarded collection contracts, which USDA may 
use to pursue delinquent debt in the U.S. Territories. 

Gain Sharing 

Agencies are generally conscientious in their efforts to collect delinquent debts, however, 
those efforts are hampered by a shortage of funds For example, USDA has successfully used 
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private sector attorneys to handle foreclosure proceedings, however, due to resource reductions, 
we have been unable to expand this effort to refer and foreclose on the many vacant properties 
now on our books. Allowing agencies to retain a share, even one percent, of increased 
collections from delinquent debts will allow expansion of this and other effective debt collection 
activities. 

We support this gain sharing etfon. 

Conclusion 

It IS essential that USDA and other Federal Agencies have and take advantage of all 
opportunities to collect delinquent debt USDA intends to use all the tools available to reduce the 
number and amount of delinquent debt, while providing debtors every opponunity to bring their 
accounts current. 

We at USDA support the Debt Collection Improvement Act of 1995, H.R. 2234. We 
believe the proposed legislation could be fttnher improved by allowing agencies to use several of 
these debt collection tools simultaneously on the same debt. We believe it will strengthen debt 
collection, and send a strong message that says, "Debts owed the Government must be paid.” 
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Mr. Horn. Well, I thank you very much. You and your colleagues 
have a splendid record in this area and we appreciate your testi- 
mony. 

Our next witness is Mr. Michael Smokovich, the Deputy Commis- 
sioner for Financial Management Service of the Department of the 
Treasury. Nice to see you again. 

Mr. Smokovich. Thank you. Good to see you again, sir. I would 
like to submit my statement for the record and to try to be as brief 
as my chairman. 

We do support Mr. Lightfoot’s legislation. The Financial Manage- 
ment Service is responsible for managing the government’s money. 
During this current — during fiscal year 1994, we collected, dis- 
bursed or accounted for approximately $2.7 trillion in cash. We are 
the government’s money mover. But as the agency that is most re- 
sponsible for getting people paid, we have a large stake in seeing 
that payment policies are effective for the recipients themselves 
and the agency that so authorized the payments. 

During the current fiscal year, we will issue over 830 million 
payments to a wide variety of recipients. Roughly 420 million of 
those payments will be made by check, the remaining 410 million 
will be made via some form of EFT. 

By far the best value of our workers is their issuance of EFT pay- 
ments at an average cost of less than 2 cents per item. The checks 
that our employees produce cost 43 cents on the other hand. More 
than two-thirds of that expense goes for postage and check stubs. 

We have been successfully using EFT and promoting it as a pay- 
ment method for two decades. Our plan for the next decade empha- 
sizes electronic payments. For this reason we support H.R. 1698. 

EFT is the best pa 3 Tnent method available for virtually all our 
payment work. However, we need your help to expand the use of 
EFT so that we and our customer agencies can work as effectively 
as possible. The government has been the leader in making elec- 
tronic payments. In recent years there has been steady but slow 
growth. There are many success stories. On balance, we are only 
halfway to our goal. 

Electronic Funds Transfer should be the Federal electronic pay- 
ment standard. Electronic payments are virtually trouble-free and 
they are never lost. I want to emphasize that word “never,” they 
are never lost. 

On the other hand, there are many customer service problems 
that relate to checks. After we release a check from our centers. 
Treasury loses control of the payments. Every 40 seconds a Treas- 
ury check is lost, stolen or damaged. 

During this hearing, probably 100 people will be inconvenienced. 
They will be part of the 1.7 million constituent inquiries that our 
agency will receive this year. For the fiscal year we will have to 
replace over 800,000 checks. 

Mr. Davis made a remark about some of his constituents losing 
a check. In that particular case, it took us 9 days to replace those 
checks. If they had been EFT payments, we would have replaced 
them in 1 day. A big service issue. 

Crime is an issue. Forgeries are at record levels and increasing. 
During the current fiscal year, the U.S. Secret Service and our 
agency estimate that 75,000 forgeries will occur. That’s 18 percent 
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more than last year. That will cost financial institutions about $68 
million. EFT legislation will eliminate opportunities for payment 
loss, theft and forgery. 

We also need tMs legislation, as Chairman Lightfoot said, to con- 
trol cost. Paper processing is inherently expensive. Electronic proc- 
essing is inherently efficient. Our net savings over a 5-year period 
from this bill would save $66 million. 

Savings in the area of postage, facilities, equipment and person- 
nel cost are approximately $416 million. These significant savings 
are offset by an estimated $350 million loss on check float. We also 
calculate saving 240 FTE when the mandate is implemented. Pay- 
ments are being converted but it is occurring at a fairly sluggish 
rate. Check production will remain at over $400 million items an- 
nually well into the next century without legislation. 

Mr. Chairman, we support H.R. 1698. With the passage of this 
bill, we can achieve an EFT payment rate well over 90 percent. 
However, we can do more. We can implement the proposed legisla- 
tion by 1999. 

The administration supports such an amendment and such an 
approach. We can do this because the largest percentage of current 
check recipients have bank accovmts. We believe that aggressive di- 
rect deposit marketing and the development of customer friendly 
systems to accommodate the unbanked will allow a smooth and 
successful transition to EFT by the turn of the century. Therefore, 
we urge implementing this legislation in 1999. Setting EFT as the 
Federal standard before rather than after the turn of the century 
is more than symbolic. It is really good government. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Smokovich follows:] 
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DEPARTMENT OF THE TREASURY 

Statement of Michael Smokovich 
Deputy Commissioner 
Financial Management Service 
before the 

House Committee on Government Reform and Oversight 
Subcommittee on Government Management, 

Information and Technology 

Mr. Chairman and Members of the Subcommittee, I am 
Michael Smokovich, Deputy Commissioner of the Financial 
Management Service. Today I am representing the agency as the 
Acting Commissioner. 

Thank you for the opportunity to appear today to discuss the 
need for legislation to expand Electronic Funds Transfer (EFT) 
for Federal payments. We support such legislation and appreciate 
the Subcommittee's interest in making the Government more 
efficient and cost-effective. 

The Financial Management Service (FMS) is the bureau of the 
Treasury Department responsible for managing the Federal 
Government's money. FMS' primary responsibilities are to: 

1) manage the collection of revenues, including individual and 
corporate income taxes, tariffs, and fines: 2) issue payments on 
behalf of Federal civilian agencies; 3) perform the central 
accounting and reporting for the Government's general receipts 
and expenditures; and 4) to develop financial systems and 
techniques to better manage the Federal Government. During 
fiscal year 1994, FMS collected, disbursed, and accounted for 
approximately $2.7 trillion in cash flows. 
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^ As the agency that is most responsible for getting people 
paid, we have a large stake in seeing that payment policies are 
effective for the recipients themselves and the agencies who 
authorize the payments. During the current fiscal year, FMS will 
issue over 830 million payments (Reference Chart A) to a wide 
variety of recipients receiving Social Security entitlements. 
Veterans benefits, and Internal Revenue Service tax refunds. 
Roughly 420 million of these payments will be made by check. The 
remaining 410 million payments will be issued via some form of 
EFT. 

The performance of FMS' payment operations is one of the 
Government's best success stories. About one-third of FMS' 

2,100 employees work in our 6 Regional Financial Centers where 
payments are issued. The people who work in our centers are some 
of the Nation's most dedicated civil servants. They issue over 
830 million payments accurately and on schedule a documented 
99.994 percent of the time, something that is critical for 
millions of Americans who count on Social Security and other 
types of Federal benefits and payments. 

By far, the best value these workers offer the taxpayers is 
their issuance of EFT payments at an average cost of less than 
2 cents per item. The checks that our employees produce cost 
about 43 cents each, more than two-thirds of this expense goes 
for postage and check stock. 
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_ We have been successfully using and promoting EFT as a 
payment method for two decades. FMS is committed to implementing 
the most accurate, reliable, and cost-effective financial systems 
and processes available to manage the Government's finances. Our 
recently published Strategic Business Plan for the next decade 
emphasizes electronic payments. The goals in that plan include: 

* creating a world class delivery of all payments and 
associated information; 

* managing the Government's cash with minimal risk, and 
less cost; 

* ensuring that the Government serves as a model for 
financial management excellence: and 

* providing the services that our customers want and need 
at the highest standard of quality. 

Expanding the use of EFT as a payment technique is essential 
to achieving our strategic goals. For this reason, we support 
H.R. 1698, legislation introduced by Representative 
Jim Ross Lightfoot to convert Federal payments from check to EFT. 
EFT is the best payment method available for virtually all of our 
payment work. We need Congress' help to expand the use of EFT so 
FMS and our customer agencies can work as effectively as 
possible. 

The Government has been a leader in making electronic 
payments. In recent years there has been steady, but slow growth 
in EFT. There are many success stories, but on balance we are 
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only half way to the goal. Below are figures that represent 
the 1995 percentage of EFT payments by payment category: 

* Federal Salary — 87% 

* Office of Personnel Management — 69% 

* The Social Security Administration — 59% 

* The Railroad Retirement Board — 54% 

* The Veterans Affairs Administration — 47% 

* Vendor Services — 17% 

* Internal Revenue Service Tax Refunds — 13% 

We are using EFT for well over 50% of the recurring benefit 
and salary payments; however, EFT is used less than 20% of the 
time for non-recurring payments such as those to vendors and 
people receiving income tax refunds. 

Electronic Funds Transfer should be the Federal standard. 
Electronic payments are virtually trouble-free. Occasionally, an 
EFT payment may be routed into the wrong bank account; however, 
these payments are never "lost." They are traceable and can be 
quickly rerouted to recipients, usually within 24 hours. 

On the other hand, there are many customer service problems 
related to checks. After we release checks from our centers, the 
Treasury loses control of the payments process and bad things 
often happen. In fact, on average, every 40 seconds a Treasury 
check is lost, stolen or damaged. Statistically, during this 
hearing, perhaps 100 or more Americans will become inconvenienced 
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an^will need their checks replaced. They will be part of the 
1.7 million constituent inquiries that FMS receives each year 
because of checks. During the month of July, FMS issued over 
75,000 replacement checks. For the fiscal year we will replace 
over 800,000. 

Because of the paperwork involved, it normally takes a 
minimum of 14 days to replace check payments. More than 75% of 
our replacement checks go to Social Security and Supplemental 
Security Insurance recipients. Lost checks impose a great burden 
on many of these people. EFT legislation will help the poor and 
elderly. 

Of the checks that we replace, one of every 12 is reissued 
due to forgery. Forgeries are at record levels and increasing. 
During the current fiscal year, the United States Secret Service 
and FMS estimate that 75,000 forgeries, 18% more than last year, 
will be perpetrated at a cost to financial institutions and the 
Government of about $68 million, or $900 per forged check. Other 
types of financial crimes, such as check alterations and 
counterfeiting are more rare, but the individual items can be for 
large sums of money. EFT legislation will eliminate opportuni- 
ties for lost payments, theft, and forgery. 

We need EFT legislation to control the rising costs of paper 
processing and take advantage of the reduced costs of using 
electronic technology. Our net savings over a 5 year period are 
about $66 million. Savings in the areas of postage, facilities, 
equipment, and personnel are approximately $416 million. The 
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significant savings are offset by an estimated $350 million loss 
of float earnings resulting from the conversion of check payments 
to EFT. We calculate a 240 FTE savings after the implementation 
of the mandate. 

To emphasize, the value of EFT in reducing our costs, 
streamlining a paper intense operation and minimizing payment 
risk for our customers, we offer this analysis (Reference 
Chart B) : 

— Cost: 2 cents for EFT versus 43 cents for a check. 

— Inquiries: 76,000 for EFT versus 1,700,000 for paper 
check processing. 

— Non-receipt Claims: 10,000 for EFT versus 600,000 for 
paper checks. 

Payments are being converted from check to EFT, but at a 
fairly sluggish rate. Even though EFT payments will continue to 
grow and the percentage of check payments will decline, the 
number of checks will remain fairly constant. Without enactment 
of this proposed legislation (Reference Chart C) , check 
production will remain at 400 million, annually, well past the 
turn of the century. 

Mr. Chairman, as I stated previously, we do support 
H.R. 1698 and any similar legislation to make EFT the Federal 
payment standard. With the passage of this bill (Reference 
chart D) , we will achieve an EFT payment rate well over 90%. 
However, we can do more. We can implement the proposed 
legislation by FY 1999. The Administration supports such an 
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amendment. We can do this because the largest percentage of 
current check recipients have bank accounts. We believe that 
aggressive Direct Deposit marketing and the development of 
customer-friendly systems to accommodate the unbanked will allow 
both recipients and Federal agencies to make a smooth and 
successful transition to EFT by the turn of the century. 
Therefore, we urge implementing EFT legislation in 1999; and ask 
that the Secretary of the Treasury be provided with the authority 
to require EFT for all payments, including Internal Revenue 
Service tax refunds. 

Setting EFT as the Federal standard before, rather than 
after, the turn of the century is more than symbolic — it is good 
Government . 

Mr. Chairman, we appreciate the leadership that you. 
Representative Lightfoot, and this Subcommittee have demonstrated 
on this issue. I would be glad to answer any questions. 
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Mr. Horn. We thank you for that splendid testimony. Fm going 
to violate my usual rule. I want to ask one question right here, and 
maybe have you think about it. On the electronic transfer, to what 
extent has the Treasury found that hackers can cut in on that sys- 
tem, divert it to another account, so forth? 

Mr. Smokovich. That type of thing has never occurred in the 20- 
year history of this program. As we have built our systems out fur- 
ther and further, we, the Federal Reserve and my good friends 
from the GAO, have become more and more involved in the issue 
of computer security. These systems are virtually failsafe in that 
regard. 

Mr. Horn. Thank you. 

Our last witness on the panel are our friends from the other part 
of the legislative branch known as the General Accounting Office. 
Mr. Jeff Steinhoff, Director of Planning and Reporting of the Gen- 
eral Accounting Office and he’s accompanied by Mr. Gregory 
Holloway of the General Accounting Office. Welcome, gentlemen. 

Mr. Steinhoff. Thank you so much, Mr. Chairman, Mr. Davis. 
I am pleased to be here today to discuss the proposed Debt Collec- 
tion Improvement Act of 1995, H.R. 2234. 

In the past, GAO has made numerous recommendations to im- 
prove debt collection, and we are in agreement with the thrust of 
the proposed bill’s provisions. I have a full statement for the ready 
the record, with your permission will briefly summarize my re- 
marks. 

The stakes are high. Upwards of $50 billion in delinquent nontax 
debts were reported at the end of fiscal year 1994 with about $35 
billion delinquent for more than a year. Almost $ 10 billion in write- 
offs were reported during the year. 

It has been well documented for a number of years that serious 
weaknesses have impeded Federal debt collection. And several 
lending programs are on GAOs high risk list. I would like to echo 
the earlier witnesses in endorsing the provisions in H.R. 2234, 
which include for example the following five issues: 

First, providing additional collection tools and authorities, such 
as the requiring — such as requiring the reporting of delinquent 
debts to consumer credit agencies; second, centralizing the offset of 
delinquent debt against Federal payments; third, establishing debt 
collection centers and cross servicing arrangements; fourth, giving 
agencies greater incentive to improve debt collection practices 
through gain sharing, a concept that we endorse and is central to 
the philosophy of the National Performance Review. 

And finally, denying additional loans and loan guarantees to de- 
linquent debtors, something that in my view is long overdue. Fed- 
eral loans and loan guarantees, which represent over two-thirds of 
the delinquent nontax debt and about 80 percent of the total 
nontax receivables, are made to accomplish legally mandated objec- 
tives. And as others have pointed out already, are oftentimes made 
to borrowers who could not obtain similar private financing. 

Agencies are therefore faced with balancing social and economic 
goals against credit management and debt collection practices. In 
many cases, the government’s risk in extending credit is much 
greater than private lenders are ever willing to accept. 
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Therefore, by their nature these programs, for the most part, are 
expected to lose money because there’s a cost to meeting a pro- 
gram’s social and economic goals. Thus, properly controlling and 
mitigating these losses or costs, which is another way of viewing 
it, is very important as is measuring and reporting on performance 
to hold agencies directly accountable for results and costs. 

Clearly the magnitude of the government’s nontax receivables 
makes it especially important to appropriately pursue the collection 
of amounts due. To do this effectively and efficiently, agencies must 
be afforded a range of tools and authorities and, I emphasize, must 
have good data to measure and manage performance and costs on 
a day-to-day basis. 

The Debt Collection Improvement Act of 1995, which you are 
considering today, combined with the existing Debt Collection Act 
of 1982, which put a good foundation in place, the 1990 Credit Re- 
form Act, the Chief Financial Officer’s Act of 1990, which is key to 
getting good data in place, and the Government Performance and 
Results Act of 1993, which focuses on measuring performance, rep- 
resents an important additional step in putting agency debt collec- 
tion systems on a sound footing. 

Mr. Chairman, this concludes my brief summary remarks. Again, 
we agree with the thrust of the proposed bill and stand ready to 
assist the subcommittee as it finalizes the language and concepts 
in H.R. 2234. 

I will be pleased to answer any questions that you or other mem- 
bers of the subcommittee may have at this time. 

[The prepared statement of Mr. Steinhoff follows:] 
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Statement of Jeffrey C. Steinhoff 

Director of Planning and Reporting 

Accounting and Informarion Management Division 

Mr. Chairman and Memtiers of the Subcommittee: 

It is a pleasure to be here today to discuss the proposed Debt 
Collection Improvement Act of 1995 (H-R. 2234) and governmentwide 
debt collection Improvements the Subcommittee is considering. We 
agree with the overall thrust of the bill’s provisions, and will be 
pleased to work with the Subcommittee as it deliberates on and 
refines the proposed legislation. In the past, we have made 
numerous recommendations to improve government debt collection 
practices . 

Federal agencies have long had problems in managing credit programs 
and collecting nontax debts. These problems have been highlighted 
In reports by GAO and others over many years. The need to 
strengthen debt collection has been recognized by the 
administration. In its September 1993 report, Vice President 
Gore's National Performance Review (NPR) made recommendations to 
strengthen agencies' debt collection programs. Also, the Chief 
Financial Officers Council, created by the Chief Financial Officers 
(CFO) Act of 1990 (Public Law 101-576), has designated debt 
collection as one of its priority initiatives. 

This attention is driven by the hundreds of billions of dollars 
involved. At September 30, 1994, the government reported $241 
billion in nontax receivables, primarily from direct loans and 
loans acquired as a result of claims paid on defaulted guaranteed 
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loans. Of that amount, $49 billion, or over 20 percent, was 
reported to be delinquent. Moreover, at that date, the government 
was contingently liable for outstanding guaranteed loans totaling a 
reported $694 billion. 

Consequently, it is essential that the federal government not only 
make and guarantee creditworthy loans, but also put effective 
practices in place to collect amounts that are owed. In addition 
to being a good business practice, the potential for increasing 
collections, by even a small percentage, through sound debt 
collection programs can help to reduce the deficit. The collection 
of nontax receivables did, in fact, increase by a reported $8.8 
billion between fiscal year 1993 and fiscal year 1994. On the 
other hand, in fiscal year 1994, reported delinquent nontax debt 
increased by over $5 billion, almost $10 billion in delinquencies 
was reported as written off, and about $35 billion in nontax 
receivables was reported as delinquent for more than a year, with 
the collectibility considered doubtful by the Office of Management 
and Budget (0MB). 

Today, I will first highlight the magnitude of the government's 
direct loans and guaranteed loans, the long-standing debt 
collection problems confronting federal agencies, the necessity of 
having reliable InfonBatlon with which to manage credit programs, 
and the importance of leadership in having effective credit 
management and debt collection programs. 
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I will then discuss some of the significant debt collection 
authorities and practices the bill contains and the Subcommittee is 
considering. These relate to 

expanding and enhancing the debt collection tools available to 
agencies ; 

-- strengthening agencies' authority to offset delinquent debts 
from federal payments; 

-- strengthening the coordination among agencies through increased 
centralization of collection activities; 

-- giving agencies greater incentive to improve their debt 
collection programs; and 

” denying loans and loan guarantees to those delinquent on federal 
debts . 

COLLECTING DEBTS INVOLVES B1LLIQM 3 OF DOLLARS 

The federal government is the nation's largest source of credit. 

It lends or guarantees hundreds of billions of dollars of loans for 
a wide variety of programs, such as housing, farming, education, 
and small business. The trend, as figure 1 shows, is toward 
increased use of loan guarantees and decreased use of direct lending. 
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Between fiscal year 1986 and fiscal year 1994/ direct loans 
outstanding were reported to have decreased 30 percent, from $219 
billion to $161 billion. During the same period/ guaranteed loans 
outstanding were reported to have Increased 54 percent, from $450 
billion to $694 billion. 

In fiscal year 1994 alone, the federal government obligated a 
reported $19 billion In new direct loans and guaranteed an 
additional reported $195 billion In nonfederal lending. Total 
loans receivable were reported to be $198 billion at 
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September 30, 1994, which included $161 billion reported in direct 
loans and $37 billion reported in loans receivable as a result of 
claims paid on defaulted guaranteed loans. 

In fiscal year 1994, reported loans receivable included, for 
example, 

-- $111 billion reported in Department of Agriculture loans, 

-- $21 billion reported in Department of Housing and Urban 
Development housing loans, 

-- $16 billion reported in Agency for International Development 
loans , 

-- $14 billion reported in Department of Education student loans, 
and 

-- $11 billion reported In Department of Defense foreign military 
sales . 
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Figure 2 shows the percent of the government's total direct loans 
held by major lending agencies. 
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In addition to the $198 billion in loans receivable, agencies have 
large amounts in accounts receivable. At September 30, 1994, 
nontax, noncredit accounts receivable were reported to be $43 
billion, an Increase of over $9 billion during fiscal year 1994. 
Accounts receivable arise from a variety of sources, such as Social 
Security and other benefit overpayments, civil monetary fines and 
penalties, grant overpayments, duties, and insurance premiums. 
Together, loans and accounts receivable, which represent nontax 
debt, total a reported $241 billion. 

In addition, at September 30, 1994, the government had a reported 
$694 billion in loan guarantees. These included, for instance 

-- $384 billion reported in housing loans guaranteed by the 
Department of Housing and Urban Development, 

" $157 billion reported in loans to veterans guaranteed by the 
Department of Veterans Affairs, 

-- $77 billion reported in loans to students guaranteed by the 
Department of Education, and 

-- $23 billion in loans to small businesses guaranteed by the Small 
Business Administration. 
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Figure 3 shows the percent of the government’s total loan 
guarantees held by major credit program agencies. 
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Because federal loans are made to accomplish legislatively mandated 
objectives and are often made to borrowers who cannot obtain 
satisfactory private financing, agencies are faced with balancing 
social and economic goals with good credit management practices. 

In many cases, the government's risk In extending credit Is much 
greater than private lenders are willing to accept. Therefore, by 
their nature, these programs, for the most part, can be expected to 
lose money because there Is a cost to meeting a program's social or 
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economic goals. Thus, properly controlling and mitigating these 
losses or costs is important, as is measuring and reporting on 
performance to hold agencies accountable for results and costs. 

At September 30, 1994, almost $49 billion in loans receivable and 
accounts receivable were reported to be delinquent. Corresponding 
to the shift from direct to guaranteed loans, delinquent direct 
loans were reported to have dropped from $13 billion in 1989 to $12 
billion in 1994, while delinquent defaulted guaranteed loans were 
reported to have Increased from $14 billion to $22 billion. 

The Department of Agriculture's reported direct loan delinquencies, 
$8 billion, accounted for over 66 percent of the total $12 billion 
In reported governmentwida delinquent direct loans. Approximately 
$12.7 billion, or 58 percent of the total reported delinquent 
defaulted guaranteed loans were Department of Education student 
loans. Other domestic agencies with reported significant levels of 
delinquencies reaultinq form defaulted guaranteed loans included 
the Department of Housing and Urban Development ($2.6 billion), the 
Department of Veterans Affairs ($1.6 billion), and the Small 
Business Administration ($1.3 billion). 

Also, at September 30, 1994, delinquencies on nontax, noncredit 
receivables were reported to be over $14 billion. These 
delinquencies included $4.2 billion at the Department of Energy, 
$2.4 billion at the Department of Health and Human Services, and 
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$1.7 billion at the Department of Defense, and $1.4 billion at the 
Department of Agriculture, and $1.3 billion at the Department of 
Veterans Affairs. 

Figure 4 shows the distribution of delinquent debt by major lending 
agency. 
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DEBT COLLECTION PROBLEMS ARE LQWG-STArfDING 

Going back almost 2 decades, we have reported on the government's 
serious nontax debt collection problems. In 1982, to strengthen 
debt collection practices, the Congress passed the Debt Collection 
Act (Public Law 97-365), which we supported. Among other things, 
the act specifically requires agencies to do a number of things to 
enhance credit management and debt collection, such as obtaining 
taxpayer identification numbers from loan applicants and assessing 
additional Interest, penalties, and administrative costs on 
delinquent debts. The law also clarified federal agencies' 
authority to use collection tools available in the private sector, 
such as using private collection firms and referring delinquent 
debts to consumer credit bureaus. 

In monitoring the Debt Collection Act's implementation, we found 
that agencies had continued to struggle to collect nontax 
receivables. In April 1990, we reported^ to the current Chairman 
of the House Budget Committee that the Congress should amend the 
Debt Collection Act of 1982 to require agencies to use certain 
credit management tools which are optional and to take a number of 
other actions to improve debt collection practices governmentwide. 
Since that time, the Congress has enacted several laws to 
strengthen the government's credit management program. 

Credit Management; Deteriorating Credit Pictu re Emphasizes 
Importance of 0MB 's Nine-Poiin f PrffQff" {GAO/AFMD-90-12, April 16, 
1990) . 
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Agencies are now legislatively required to refer all otherwise 
uncollectible debts to the Internal Revenue Service (IRS) for 
income tax refund offset before they are written off. Since 
1986/ when the IRS refund offset program, which we first 
recommended in 1979, began on a pilot basis, it has resulted in 
over $5.3 billion in reported collections that otherwise may 
have been lost. 

The Department of Justice was authorized to test the use of 
private-sector attorneys to litigate debts owed to the federal 
government. The test has been extended through fiscal year 
1996. 


The Credit Reform Act of 1990 (Public Law 101-508) changed the 
budgetary treatment of loans and loan guarantees made after 
fiscal year 1991. By requiring the President's budget 
submission to include the full long-term cost to the government 
of credit programs in the year in which the loan obligations or 
loan guarantee commitments are made, the Credit Reform Act is 
intended to ensure that the cost of credit programs are 
available to the Congress# on a comparable basis to other 
federal spending, as it deliberates the amount of direct loans 
and loan guarantees to authorize and fund each year. In the 
President's fiscal year 1996 budget submission, for example, 0MB 
estimated that the total subsidy costs over the next 9 years 
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associated with direct loans and loan guarantees could reach as 
high as between $27 billion and $59 billion. 

Also, minimizing loan program losses Is a focus of our high-risk 
program. We have designated (1) farm Loan programs, (2) student 
financial aid programs, and (3) the Department of Housing and Urban 
Development as areas we considered high risk because they were 
especially vulnerable to waste, fraud, abuse, and mismanagement.^ 

RELIABLE INFORMATION IS IMPORTANT TO MANAGE CREDIT PROGRAMS 

We have long been concerned about the quality and reliability of 
financial Information on credit programs. Our audits, as well as 
those by the Inspectors general, have consistently disclosed 
serious weaknesses in agencies' systems that account for and 
control receivables. Agency managers need accurate and reliable 
information on a day-to-day basis to effectively manage multi- 
billion dollar loan and loan guarantee portfolios, as well as other 
receivables, and to determine the value and collectibility of debts 
owed the government. 

In this regard, we recommended In 1990 that the Congress require 
agencies to provide it with audited financial information on their 
receivables and delinquencies. (See footnote 1.) The CFO Act, as 
expanded by the Government Management Reform Act of 1994 (Public 

^GAO High Risk Series, An Overview (GAO/HR-95--1 ) . 
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Law 103-356)/ now legislatively requires the 24 CFO Act agencies to 
prepare audited financial statements for their entire operations, 
including credit programs. 

In July 1993, based on recommendations of the Federal Accounting 
Standards Advisory Board, ^ the Director of 0MB and the Comptroller 
General Issued accounting standards for direct loans and guarantee 
loans.* These standards, which are critical to improved credit 
program financial information, are based on the concepts in the 
Credit Reform Act. They concern the recognition and measurement of 
direct loans, the liability associated with loan guarantees, and 
the cost of direct loans and loan guarantees. 

Further, in December 1993, the Joint Financial Management 
Improvement Program' Isaued Plrect Loan System Regulrementa 
(FFMSR-5) and Guaranteed Loan System Requirements (FFMSR-6). These 
financial systems requirements are necessary to establish credit 
management and financial reporting systems that are in compliance 


^The Federal Accounting Standards Advisory Board was established by 
the Comptroller General, the Director of 0MB, and the Secretary of 
the Treasury to recotnaend accounting standards for federal 
agencies . 

'Statement of Recommended Accounting Standards Number 2, Accounting 
for Direct Loans and Loan Guaranteee. 

^The Joint Financial Management Improvement Program, established in 
1950, is a cooperative undertaking of OHB, GAO, the Department of 
the Treasury, and the Office of Personnel Management to Improve 
governmentwide financial management. 
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with the requirements of 0MB, Treasury, the Credit Reform Act, and 
the CFO Act. 

Agencies must now implement these accounting standards and systems 
requirements. It will also be Important for agencies to establish 
performance measures for their loan and loan guarantee programs, as 
well as the collection of other receivables. The systematic 
measurement of performance is a basic requirement of the CFO Act 
and the Government Performance and Results Act of 1993 (Public Law 
103-62) and was called for by the MPR. In the past, agencies have 
had difficulty establishing such measures and developing baseline 
data with which to set realistic and achievable debt collection 
goals and to measure results. For example, for credit programs, 
goals should be established in conjunction with 0MB and Treasury 
and be specific to each loan and loan guarantee program, in 
recognition of the differences in risk for each progreua. In this 
way, by setting performance goals, tied to actual costs that were 
earlier developed as estimates for the budget submission under the 
Credit Reform Act, there will be accountability for the cost and 
performance of these programs. 

LEADERSHIP 13 CENTRAL TQ EFFECTIVE CREDIT PROGRAMS 

For their part, 0MB and Treasury have given increased emphasis and 
priority to the government’s debt collection and credit management 
problems. To sharpen focus in these areas, 0MB and Treasury agreed 
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in 1986 that Treasury would be primarily responsible for overseeing 
agencies' activities to carry out credit management initiatives , 
with 0MB continuing to establish credit management policy. Since 
then. Treasury, working directly with federal credit agencies, has 
focused on improving all aspects of the credit cycle--credlt 
extension, account servicing, debt collection, and write-off. 

Support of these efforts by the major credit agencies--such as the 
Departments of Housing and Urban Development, Education, 
Agriculture, and Veterans Affairs — la essential and is being 
coordinated by the CFO Council and the Federal Credit Policy 
Working Group, which includes high-level credit program and debt 
collection policy officers. Also, the Credit Institute has been 
established to provide training to enhance the abilities, skills, 
and knowledge of credit management personnel. 

PROPOSED DEBT COLLECT ION ENHAHCEMENT3 

As introduced in the Congress on August 4, 1995, the Debt 
Collection Improvement Act of 1995, is intended to help 

— maximize collections of delinquent debts owed to the government 
by ensuring prompt action to enforce recovery of debts and the 
use of all appropriate collection tools; and 
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-- minimize the costs of debt collection by consolidating related 
functions and activities and encouraging cross-servicing 
arrangement between agencies to collect debts. 

Our work over the years has shown that agencies have difficulty 
meeting debt collection objectives such as these and that 
improvement is necessary. Consequently, we fully support the 
Subcommittee's interest in the issues hampering effective 
collection of amounts owed the government. 

We have not performed current work in all of the areas presented in 
the bill and, thus, will not address each of its specific 
provisions. We do, however, offer our perspectives and 
observations on five key proposals the Subcommittee is considering: 
(1) providing additional debt collection tools and authorities, (2) 
centralizing offset of delinquent debt against federal payments, 

(3) coordinating agency collection activities, (4) giving agencies 
an Incentive to Improve debt collection practices, and (5) denying 
loans and loan guarantees to delinquent debtors. In concept, we 
support the thrust of these proposals. 

erovlding Additional Debt Co llection Tools and Authorities 

The proposed bill includes provisions to expand and enhance 
agencies' fundamental debt collection tools and authorities in 
several ways that, in principle, we endorse. For example: 


17 



149 


-- Agencies and guarantee lenders would be authori 2 ed to disclose 
to consumer credit reporting agencies information related to 
debtors showing the amount, status, and history of the claim. 
Presently, agencies are authorized to disclose to consumer 
credit reporting agencies only the status of delinquent debt. 

-- A centralized federal salary offset computer matching service 
would be established. This proposal would require agencies to 
match their records to identify federal employees who are 
delinquent debtors. 

-- The Social Security Administration and the Customs Service would 
be authorized to use administrative offset, salary offset, and 
private collection agencies to collect debt, consistent with 
other agencies under the Debt Collection Act of 1982. 

In 1990, we recommended that agencies be required to use consumer 
credit reporting agencies and offset federal employees' salaries. 
(See footnote 1.) Reporting the status of all federal claims to 
consumer credit reporting agencies would be consistent with 
practices in the private sector. Also, as to federal employee 
salary offset, 0KB recently reported^ that since the program began 
in 1967, nearly 347,000 federal employee accounts have been 
identified and $221 million has been collected. In particular. 


H995 Federal Financial Mana gement Status Report and 5-Year PlAH 
(OMB, July 1995). 
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centralized computer matching has potential for increasing the 
identification of federal employees delinquent on their federal 
Loans . 

Consequently, we continue to support enhanced legislative authority 
in these areas. Further, we support the bill's provision to 
authorize the Social Security Administration and the Customs 
Service to be on par with other agencies with respect to the 
provisions of the Debt Collection Act of 1982. 

In addition, it is our understanding that the Subcommittee is 
considering a provision that would allow agencies, after 
notification and due process, to garnish any delinquent debtor's 
disposable pay. Our past work did not specifically examine the 
feasibility of garnishing wages of delinquent debtors other than 
federal employees to recover delinquent debt. However, If this 
debt collection practice is enacted into law with appropriate 
protections of a debtor's rights and due process, it could provide 
a previously untapped option for ensuring repayment of federal 
debt. 

Identifying delinquent debtors' employers might, however, be an 
impediment to fully implementing this requirement. Nonetheless, 
other requirements being proposed in the bill, such as requiring 
taxpayer Identification numbers, could help to mitigate this 
potential problem. The Subcommittee may, therefore, wish to 
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consider having a series of pilots to determine the best way to 
implement this provision# perhaps through a phased-in approach, 
before requiring it to be implemented governmentwide. 

centralized Offset of Delinquent Debt Against Federal Payments 

The proposed bill would require agencies to notify the Secretary of 
the Treasury of past due, legally enforceable nontax debt that is 
over 180 days delinquent, including nontax debt administered by a 
third party acting as an agent for the federal government. 
Treasury's disbursing officers would then be required to offset 
these delinquencies from federal payments that are certified to be 
made. 

Agencies make payments to contractors, grantees, certain benefit 
recipients, and others, which affords opportunities to collect 
delinquent debts through offset. In July 1995, 0M6 reported that, 
in fiscal year 1994, agencies collected over $322 million through 
administrative offsets, with the Department of Veterans Affairs 
collecting over $231 million by administrative offset. Since 
fiscal year 1989, over $1 billion has been reported as collected 
governmentwide through administrative offsets. 

Our past work has shown that, while authorized to make such 
offsets, the use of this collection tool was not extensive 
primarily because of difficulties in correlating delinquent debts 
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with payments before they are made. As we understand the proposed 
bill, Treasury would essentially be a central clearinghouse for 
handling administrative offset. The proposal is intended to 
facilitate Treasury’s ability to administratively offset delinquent 
debts owed to one agency against payments certified by another 
agency . 

While we endorse this provision, there are potential challenges and 
costs involved in implementing the proposed administrative offset 
process. To help mitigate these difficulties, the proposed bill 
would 

-- require taxpayer identification numbers (1) from each person 
doing business with the government (furnishing taxpayer 
identification numbers is already legally required for 
contractors and loan applicants) and (2) when certifying 
disbursement vouchers; 

— provide an exemption from present legislative requirements 
involving privacy considerations when performing computer 
matching; and 

-- authorize Treasury to charge agencies a fee sufficient to cover 
Its offset costs, which can be collected, In part, by retaining 
a portion of the amounts collected. 
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Coordinating Agencies' Collection Activities 

The proposed bill would also allow agencies, on a reimbursable 
basis, to refer a nontax debt to any executive department or agency 
operating a debt collection center for servicing and collection. 

The effect of this proposal, which we support, would be to 
establish cross-servicing arrangements between government agencies 
for collecting debts. 

We have found some agencies to be highly successful in such 
arrangements for other financial operations, such as payroll and 
accounting operations. The development of debt collection centers 
logically extends the cross-servicing concept. This could reduce 
redundancy and duplication and ensure that consistent debt 
collection procedures are promptly and effectively used to collect 
debt owed to agencies that may not have developed strong debt 
collection programs. 

Also, under the proposal, agencies would be required to transfer to 
the Department of the Treasury nontax claims (1) that are more than 
180 days delinquent, for additional collection action or closeout 
and (2) on which collection activity has ceased, to determine if 
additional collection action is warranted. To facilitate these 
servicing arrangements, the proposed bill would require agencies to 
release the name and address of a delinquent debtor's workplace so 
that debtors and their employers could be located. 


22 



154 


Giving Agencies a Greater Incentive to Improve Dcht Collection 
Practicea 

As an incentive and to provide resources to improve debt collection 
practices, the proposed bill would allow agencies to share in the 
increased collections their debt collection improvements generate, 
called "galn~sharing. NPR's September 1993 report made a similar 
recommendation. It stated that agencies that attain their 
established goals and can show productivity improvements resulting 
in cost savings by reducing losses or increasing collections should 
be eligible to retain a portion of their collections. 

Under the proposed gain-sharing arrangement, Treasury would manage 
a fund into which agencies would transfer a percentage, not to 
exceed 1 percent, of delinquent debt collections during a fiscal 
year that exceed a delinquent debt baseline established by 0MB. 
Then, Treasury would make payments from the fund to reimburse 
agencies for qualified expenditures that improve debt collection 
and debt recovery activities, such as automatic data processing 
equipment acquisitions and personnel training involving credit and 
debt management. 

Under the proposal, the gain*'sharing account would be available to 
the extent and in the amounts provided in advance in appropriation 
acts. Every 3 years, any unappropriated balance in the account 
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would be transferred to the general fund of the Treasury as 
miscellaneous receipts < 

We endorse the concept of agencies sharing in increased collections 
and in the past, we have suggested the Congress consider providing 
this type of incentive to agencies to improve debt collection 
practices and systems. (See footnote 7.) We have not, however, 
studied application of the proposal in H.R. 3234. To effectively 
implement the gain-sharing concept, though, agencies will have to 
have accurate baseline data from which to accurately determine 
increases in delinquent debt collection. As highlighted earlier in 
my testimony, such a reliable baseline will have to be developed. 

Denying Loans and Loan Guarantees to Delinquent Debtors 

The proposed bill provides that, unless a person receives a waiver, 
he or she would be denied from obtaining a loan or a loan guarantee 
administered by the federal government if the person has an 
outstanding delinquent federal nontax debt with any federal agency. 
(It is our understanding that the Subcommittee is also considering 
allowing disaster losns to be exempt from this proposal.) Such a 
person would be allowed to obtain an additional federal loan or 
loan guarantee only after the delinquency is resolved through such 
means as repayment or rescheduling. 
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The objective of this proposal is to bar delinquent federal debtors 
from obtaining federal loans or loan guarantees, we endorse this 
provision of the bill, and in 1990, we recommended a similar course 
of action, where consistent with program legislation. (See 
footnote 1 . ) 

To make the necessary match, federal agencies presently rely 
primarily on a centralized data base, the Credit Alert Interactive 
Voice Response System (CAIVRS), developed by the Department of 
Housing and Urban Development. In July 1995, 0MB reported that the 
use of CAIVRS will annually prevent the award of over $2 billion in 
new loans to applicants who are already delinquent in repaying 
federal debt. 

As with administrative offset, a key to success in this a^ea would 
be the government's ability to match delinquent debtors with loan 
applicants. Again, the bill would help alleviate this problem by 
requiring persona doing business with the government to furnish 
their taxpayer identification number, which will assist agencies in 
matching delinquent debts with loan applicants. 


Clearly, the magnitude of the government's nontax receivables makes 
it especially Important that agencies to appropriately pursue the 
collection of amounts due. To do this effectively, agencies must 
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be afforded a range of tools and authorities to help them minimize 
the amount of delinquencies and write-offs that continue to occur 
each year and thereby reduce the costs of lending programs. 

The purposes for which government credit programs were created 
bring with them an inherent exposure to loss or program cost. 
Minimizing these losses deserves urgent attention by the Congress 
and the administration. The Debt Collection Improvement Act of 
1995/ and the other debt collection Improvements the Subcommittee 
is considering/ would help put agencies' nontax debt collection and 
credit management programs on a sounder footing. 

Mr. Chairman/ this concludes my statement. I will be glad to 
answer any questions that you or members of the Subcommittee may 
have at this time. Again/ we agree with the overall thrust of the 
proposed Debt Collection Improvement Act of 1995, and we will be 
happy to work with the Subcommittee as it finalizes the technical 
language and concepts in the proposed legislation. 


(911713) 
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Mr. Horn. We appreciate that testimony. We appreciate that 
offer of assistance. We’ll take advantage of it. 

I now yield to Mr. Davis to do the questioning of the witnesses 
for the majority. 

Mr. Davis. Thank you, Mr. Chairman. 

Let me start with Mr. Koskinen. An area mentioned in the IG 
report was invisible debt. That’s where agencies don’t establish 
debts after a debtor stops payment on a federally guaranteed mort- 
gage. The Federal Government guarantees in some way a large 
percent of U.S. mortgages. Has 0MB considered giving agencies 
guidance on invisible debt or deficiencies? 

Mr. Koskinen. The invisible debt issue really focuses on the 
question of nonjudicial foreclosure which extinguishes any personal 
liability as opposed to judicial foreclosure. The IGs were concerned 
even in the judicial foreclosure situation as to whether or not we 
were pursuing people individually. 

Historically, our position has been that this is really a decision 
to be made agency-by-agency because, while we’re talking about 
collateralized loans here, they are collateralized for a lot of dif- 
ferent programs. You have loans that are collateralized by farm 
land, by individual housing and by multifamily housing. Our judg- 
ment has been that it is not appropriate to try to have an across 
the board issue. 

The private sector experience in this area is consistent with our 
support for nonjudicial foreclosure. The critical issue in a 
collateralized loan default is to get control of the collateral to pro- 
tect further deterioration of it and to realize its value as quickly 
as you can. So that our judgment has been that this bill provides 
is that we need to focus more of our resources that way. Again, the 
private sector experience is that pursuing debtors beyond the col- 
lateral generally is not a cost effective measure. 

Mr. Davis. Let me ask this. The GAO report of certain agencies, 
including the Farmer’s Home Administration, in some State-guar- 
antee agencies in the student loan program aren’t even counting as 
delinquent some accounts in which the government hasn’t received 
payment for years. There could be billions of delinquencies that 
make a bad, dismal debt collection picture even worse if you in- 
cluded that. 

What is your attitude, what is OMB’s attitude on this? Are you 
doing anytMng about that? 

Mr. Koskinen. Actually, the Federal Credit Policy Working 
Group, which I chair, has been focused over time at improving our 
data collection and ensuring that we actually know which loans are 
outstanding, what the value, the value of our receivables are and 
what our delinquency rates are. I think particularly since the pas- 
sage of the Federal Credit Reform Act we have better data. 

And in fact one of the issues that has been resolved recently is 
in the Department of Education where the data provided by State- 
guarantee agencies did not count delinquencies for several months 
while the State-guarantee agency was pursuing collection and 
therefore our data was underreported. We think that the data is 
getting closer to being totally accurate, but your point’s well taken. 
We need to ensure that, across the board, we actually have a han- 
dle on the correct information. 
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Mr. Davis. Does 0MB consider the Department of Education’s 
debt collection approach successful? You think other agencies 
should adopt that approach at this point or is the jury still out? 

Mr. Koskinen. We think the Department of Education has made 
great strides and there are lessons to be learned from that and to 
some extent some of the elements of this legislation are built upon 
what could be seen as a pilot program at Education. We think that 
we need to adopt those tools and establish them across the govern- 
ment. 

Mr. Davis. Thank you very much. 

Mr. Munoz, let me ask, if I could, a question of you. The figures 
you present in your testimony regarding the dollar value of delin- 
quencies are pretty depressing. A recent GAO audit of the IRS was 
unable to offer an opinion on the reliability of the audit because of 
material weaknesses in the IRS. It’s ironic that the agency which 
has conducted millions of audits on American citizens continues not 
to pass muster in its own audit. 

Given that material weakness in the IRS, can we rely on the 
data for tax debt? 

Mr. Munoz. Sir, I think that we can, if we identify what it was 
that the GAO audit was focusing on. There was a — there is a real 
issue in terms of what can be recorded in the books as an account 
receivable. The Internal Revenue Service is of the opinion that 
when you have underreporting of income or failure to file, the IRS 
can make an assessment based on its — on its information that it 
has. That assessment is recorded in its books as an account receiv- 
able. 

GAO, in discussions with the Internal Revenue Service, has re- 
quested that the receivables be kept according to general account- 
ing principles which would not look at those numbers in the same 
light. So, there is a dispute as to how you get the numbers. The 
GAO wants to make sure that those numbers are not only legally 
collectible, but are potentially collectible. 

The Internal Revenue Service is of the opinion that these are the 
assessments that they will legally go off and will keep them in the 
books. So it’s really an accounting, a bookkeeping question more 
than it is in terms of its efficiency to go after debt collection. 

If you look at just the debt collection components of it, I don’t 
think there is a dispute that the Internal Revenue Service can do 
a good job given the tools that it does have to collect debt. So to 
answer your question I think the GAO is focusing more on what 
you can — whether you use general accounting principles in rec- 
ognizing that account receivable or whether you use the Internal 
ftevenue Service internal assessment process. 

Mr. Davis. Mr. Steinhoff, do you have any comment? 

Mr. Steinhoff. Yeah. I will pass to Mr. Holloway. 

I want to make a first point is that, one, IRS has had problems 
with their financial systems and when we do our audit, we’re talk- 
ing about a point in time at the end of the year. We found they 
don’t have on a day-to-day basis accurate reliable information to 
help them manage, but I’ll pass over to Mr. Holloway. 

Mr. Holloway. I guess I would make a couple of observations. 
What our opinion does suggest and I would differ a little bit with 
Mr. Munoz, respectfully differ, in fact while financial statements 
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are required to be reported in accordance with generally accepted 
accounting principles, there is a reason for that. That it is because 
it would be a comparable measure to how anybody else would re- 
port receivables and while it’s true IRS has legal assessments that 
they make, oftentimes those initial assessments don’t turn into re- 
ceivables. 

They are in fact efforts to try to get people to comply with the 
law by either filing a return or amending their return, but not nec- 
essarily with the intent of collecting additional taxes. So we believe 
it is not representative to display that as amounts owed because 
in many cases it doesn’t turn out to be amounts owed. 

So I think our position has always been that IRS has not been 
able to get good data on its accounts receivable to people they actu- 
ally established they owe them money. So it is difficult to assess 
IRS’s performance in collecting receivables because you don’t have 
the good data to measure it with. I think the point of emphasis 
here is that clearly that it is imperative that agencies have good 
information to assess their performance and the IRS doesn’t have 
that right now. 

Mr. Horn. Thank you. 

Mr. Davis. Let me just ask Mr. Williams if I can, you have got 
the Farmers Home Administration under you which has been one 
of the major, one of the agencies with the largest and most severe 
credit problems. The Farmers Home Administration, as I under- 
stand it, many debts are uncollectible because the agency doesn’t 
have the information on the address of the debtor, the amounts 
owed, the status of loans or total delinquencies. 

Are you considering using private contractors to automate the 
loan portfolio to improve management? Would improving credit 
management improve debt collection? And how will this legislation 
affect your collections? 

Mr. Williams. I would say as a general response that all of the 
loans in question fall under the framework of this Debt Collection 
Improvement Act and when I say the framework, I say the power- 
ful set of incentives that are offered and imposed on, if you will, 
an organization. Certainly the use of whatever resources, including 
private collection agencies, is something that’s got to be ready. As 
I have said before, the Secretary is interested in getting maximum 
return on asset. 

Mr. Davis. Are you going to go to the private collection agencies 
and private contractors to automate the loan portfolio to get the 
systems up to date? 

Mr. Williams. Well, in terms of the systems, in terms of econo- 
mies, the Secretary has already asked that this program be consoli- 
dated with the Farm Services Administration so you have instead 
of two systems you’ve got one, you have got the economies that way 
so that when you’re making your systems improvement efforts 
you’re getting maximum bang for the buck. To answer your ques- 
tion in terms of the systems, this is just another example of where 
our systems are wanting, and as Mr. Steinhoff has said, we’re on 
a series of acts that improving systems all come into play in this 
context as well. 

Mr. Davis. Thank you. My time is up. 
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Mr. Horn. Mr. Owens will get 7 minutes in a minute. Your time 
is up. I want to get one question straight from Mr. Steinhoff before 
we leave this round. GAO has given the IRS a report on what 
needs to be done to come into conformity with standard accounting 
practice, is that not correct? 

Mr. Steinhoff. That is correct, yes. 

Mr. Horn. And you gave them that report when? 

Mr. Steinhoff. In June. I think we issued the final report in 
July and this is our third annual financial audit. 

Mr. Horn. Right, because 

Mr. Steinhoff. So for 3 years in a row we have given IRS a re- 
port and we have laid out a range of things that must be done to 
be in compliance. 

Mr. Horn. And in the previous 103d Congress, as I remember 
Mr. Condi t’s committee, of which I was a member, and Mr. Cox at 
that time was a member, did review the IRS situation and found 
it a shambles and disgracing — and a disgrace. Now, you have been 
working with him for 3 years pointing out what needs to be done, 
is that not correct? 

Mr. Steinhoff. That is correct, yes. 

Mr. Horn. I just want the Assistant Secretary to know that in 
a few months I’m going to hold a hearing strictly on IRS. I expect 
them to be in conformity. I expect them to give us the data that 
we need and not to run this slipshod operation. 

So I’m just putting you on fair notice. 

Mr. Holloway. Chairman Horn, could I just mention one thing? 

I will say that all that’s true, but IRS is making some efforts to 
try to improve it and they are actually making efforts at trying to 
better account for that information. They certainly have not accom- 
plished it yet but I am trying to find the best adjective. But they 
are making progress toward that end. I don’t want to leave a pic- 
ture as though they’re not making efforts to improve it because 
they’ve made more progress, I would say in the last year, than pos- 
sibly what was being made 2 or 3 years ago. 

Mr. Horn. Well, we’ll take a look at it. The ranking minority 
member gets 8 minutes of questioning on this round. 

I apologize. 

Mr. Owens. Thank you, Mr. Chairman. 

Mr. Williams, in your testimony you stated that as of September 
30, 1994, USDA was owed about $13.7 billion of which $12.3 billion 
was delinquent. You also state much of the accrued interest will 
never be collected. U.S. aid provides debtors every opportunity to 
bring their accounts current, you also stated. 

The chairman referred to you previously as having been here 
several times before so I apologize if my question is redundant, you 
have been asked the question many times. But I read on the front 
page of the Washington Post that Farmers Home Loan Mortgage 
operation had forgiven, had forgiven $11 billion in debt. Now, I 
don’t — to debtors. I don’t believe everything I read in the papers, 
so could you clarify that to me? Is that true? 

And if that figure is not true, how much was forgiven and can 
you explain what forgiven means? 

Mr. Williams. Do you know which article you’re referring to, Mr. 
Congressman? 
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Mr. Owens. Some time ago. 

Mr. Williams. I know that there was a lot of controversy, a lot 
of coverage of this last year and as a response, the Secretary orga- 
nized what he called the Loan Resolution Task Force, on which was 
spent, I think, a gargantuan amount of time and effort. 

Mr. Owens. I’m sure it caused quite a stir in your agency and 
you are familiar with the article. Secretary Espy was there at the 
time. 

Mr. Williams. That’s correct. 

Mr. Owens. I spoke to him about it. He said it was before he got 
there. They were on top of it. They knew very much what I’m talk- 
ing about. 

Can you tell me how much has been forgiven in the last 10 years 
and what does forgiven mean? 

Mr. Williams. Well, I can give you some context for that, Mr. 
Congressman, but I can get you the exact details as a followup an- 
swer. I don’t have — I cannot provide you that exact answer right 
here. 

Mr. Owens. Do you forgive loans? 

Mr. Williams. I can say this. One of the problems that we face 
with these loans, if you take, for example, the large loans in that 
portfolio in question, almost half of the amount due is in interest 
and one of the big reasons is that we have interest accrual rules 
that are different from those in the private sector which basically 
end after 90 days. Ours go on infinitely. This is a big problem that 
we face. 

Mr. Owens. You say that to say what, that you forgive interest, 
but you don’t forgive principal? What are you saying? 

Mr. Williams. I’m saying that a lot of — I’m saying that when we 
talk about any notion or definition of forgiveness, a lot of what is 
forgiven is, in fact, excessively, if you will, accrued interest on 
loans. 

Mr. Owens. Is there anybody on the panel who can answer this 
question a little more? 

Mr. Koskinen. I think the terminology in your question was 
good. One, what does it mean to forgive? a general matter, debt 
is not forgiven. What the agencies do is look at its collectibility. As 
Mr. Williams noted, particularly with accrued interest where the 
face value of the debt may have doubled over time, the agency will 
make a decision, just as in the private sector you would, to write 
off that debt as uncollectible. 

Mr. Owens. It is written off as uncollectible. That is synonymous 
as forgiven. 

Mr. Koskinen. Technically, to the debtor, if you are no longer 
being pursued for that debt, you could view it as having been for- 
given. It is much like Congressman Davis’ question about the invis- 
ible debt and that is situations where a borrower signed a por- 
tion — 

Mr. Owens. Are you familiar with the Washington Post article 
that I’m 

Mr. Koskinen. I am not familiar with it. 

Mr. Owens. Is anyone else familiar with it or is it just a figment 
of my imagination? 
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Mr. Horn. The staff thinks it might be January 1994. That arti- 
cle. 

Mr. Owens. My point is they also pointed out that a number of 
the people with loans forgiven were very wealthy people. It also 
pointed out that one of them sat on a committee appointed by 
President Reagan to coordinate loan, the loans. 

My point is if there are such things as forgiving billions of dol- 
lars, what incentive is there for a large number of people to pay? 
This does not apply to my poor constituents. I had a case where 
the head of a nonprofit agency came to me crying because the IRS 
was threatening to close her down because the State from which 
she received all of her funds, a nonprofit agency, paid slowly and 
they had used the money that should have gone to IRS to pay their 
salaries. Therefore, the agency was delinquent and the director 
downtown said I’m coming out to close you down for $11,000. 

I see there are delinquencies of $12.3 billion in the article I read 
in the Washington Post. It said $11 billion had been forgiven. I 
would like to be able to explain this to poor urban constituents: 
how rich farmers are able to get $11 billion in debt forgiven or 
written off, either way you want to write it. They would love to 
have theirs written off, too. 

Mr. Koskinen. There are two levels of issues here. One, you are 
raising a very important one that debtors who are able to pay, as 
I note in my testimony, we should collect from, and one of the ad- 
vantages of the legislation the chairman has introduced is it would 
give the agencies greater tools for collection. 

If you were a debtor, you would be subject to not only tax refund 
offsets, but offsets from other programs as has been noted. One of 
the prime thrusts of this legislation is, once you are a debtor and 
have not paid, you would be barred from any further or future Fed- 
eral loans and we would be able to more effectively do that. And 
your delinquency would be reported to credit bureaus. I think that 
the act provides very strong debt collection measures, but the point 
you raise, even with the act, you will still have 

Mr. Owens. I am baffled by the fact several of you stated we 
have now put procedures in place to stop people who have debts 
and who are delinquent from getting other loans. We have now put 
it in place, as if that’s something new. My constituents find that 
if they owe $10 somewhere they can’t get a credit card. So how is 
it that you are just putting systems in place to keep people from 
getting large Federal loans if they already have debts? 

I really don’t want to go into that because it is not the issue — 
I just want to pinpoint where this forgiving comes in and what im- 
pact it has on the debt collection process. I know we’re all talking 
about systems, systems, systems. It’s outrageous that we don’t 
have certain basic systems in place, but is it a lack of systems also 
caused by political problems? 

Nobody was that interested in really pursuing the debts in the 
way we pursue debts of poor people, debts of private citizens out 
there when they owe income tax. Farmers owe billions, millions 
can get away with it. 

Mr. Williams, you want to ask the question now, have you seen 
the article? 
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Mr. Williams. I was just going to say, Mr. Congressman, one of 
the — I think a great feature of this act, there is equality of treat- 
ment of all debtors under the act and I think that is good. I think 
another, again 

Mr. Owens. I will go back and tell my constituents that hoorah! 
I understand now we are going to institute systems that have 
equality. Those who owe millions will be treated the same as those 
who owe a few hundred. 

Mr. Williams. That is correct. I think the second is all of us 
have referred to this, the act creates a powerful set of incentives 
and tools and the creation, development of better financial systems 
is going to result — result in that. It is going to give top manage- 
ment potential. 

Mr. Owens. Are there political forces out there that mitigate all 
this? There were people sitting on the coordinating committee ap- 
pointed by President Reagan who owed millions of dollars and they 
were not paying those dollars even though they had assets totaling 
more than $20 million. I know I’m running out of time. But I hope 
you go back and research this because you don’t seem to be famil- 
iar with this. But I would like a better answer to what does it 
mean to forgive $11 billion in Farmers Home Loan mortgage loans. 

Mr. Williams. We will provide an answer to you, Mr. Congress- 
man. I know there was an article on this question IV 2 years ago 
that they are talking about this forgiveness and we can follow up 
for you. 

Mr. Owens. Thank you. 

Mr. Horn. I thank the gentleman from New York. I think he put 
his finger on a very important problem. Yesterday, when I was 
going over this with staff and I noted in my opening statement, 
which I did not read so there is no reason why you should know 
it, the figures are we have about $50 billion in delinquent nontax 
debts and nearly $70 billion in tax debts. So making an under 
statement, the $120 billion figure is staggering and I am worried 
about the very point the gentleman from New York makes, which 
is the forgiveness bit by agencies as to why some agencies just sort 
of think why should we collect it, we don’t get the money? 

So we have tried to build in here a little incentive for agencies 
to see a good reason for it to get the money back. It would be sub- 
ject to an annual reappropriation process so there would be some 
incentive in it. I think on some staggering debts individually, be- 
fore one writes it off, it ought to go through these committees on 
the Senate and the House side to see what we’ve got there so we 
just aren’t willy nilly letting someone off the hook where, on one 
hand, the/re getting millions from a government agency, which 
this is designed to stop, and on the other hand, they owe millions 
to another government agency. So those situations do worry me 
certainly when they get above the $50,000 mark, so I say I think 
we ought to think about 10 times before we write off that debt. 

Mr. Owens. Mr. Chairman. 

Mr. Horn. Yes. 

Mr. Owens. Are you talking about poor constituents? When you 
reach $50,000 don’t worry about it? 

Mr. Horn. No, I’m willing to worry about it at $1,000 and up, 
but there comes a time we want to see how many of those debts 
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there are hanging out there and I think that would be an interest- 
ing type of spread for 0MB or GAO to say you know, where is 
that — what is the average debt that’s owed agency-by-agency so we 
get some feel for it. 

But the gentleman from New York is right. The average taxpayer 
says, wait a minute. Nobody gave me a forgiveness or whatever 
and so we have got to be conscious to try and collect this money. 

All right, I now yield to the gentleman from Florida, Mr. 
Scarborough. 

Mr. Scarborough. Thank you, Mr. Chairman. I certainly appre- 
ciate you holding this very important hearing and also appreciate 
your remarks and also the remarks of Congressman Owens. And 
Mr. Williams, I’m going to stay with you just for a minute here. 
We don’t want to pick on you, but unfortunately, somebody ap- 
pointed you as CFO from one of the agencies that really has one 
of the more severe debt problems. 

I think you would recognize that. And if you discussed this with 
Mr. Owens before, if you can just give me a very brief overview on 
how you believe this legislation is going to make your job easier in 
collecting debts. 

Mr. Williams. Yes, Mr. Congressman, I think in referring back 
to what I said to Mr. Owens, I think the most important thing that 
this legislation can do in respect to the questions about these large 
loans is it does create an equality among all debtors. So we’re not 
treating big debtors differently from small debtors. 

I think the second thing it does and this is very, very important 
in a big agency like ours, is it creates a powerful set of incentives, 
not just in the act, but as the act complements other acts, like the 
Government Performance and Results Act. What are we trying to 
accomplish? Are we measuring that accomplishment? Do we have 
a system in place to provide the information? Are we looking at al- 
ternative means to collect this debt? This legislation offers us that 
opportunity. 

Have we looked at other government agencies that may or may 
not do a better job, looked at the horizon and taken those opportu- 
nities. All of those are — all of those are things we recognize readily 
at Agriculture we need to do and look at this bill as a big tool to 
do it. 

Mr. Scarborough. I know in the past you talked about alter- 
native means of collecting debts. I know in the past some political 
forces have actually passed, been responsible for passing legislation 
that restricts private collection of such debts. Is that the current 
situation? Are you currently banned from having private collection 
agencies collect on such debts from — in your area? 

Mr. Williams. Sir, as I referred in my opening remarks, there 
was legislation last year around the time of the article in question, 
that allowed some of our agencies to go and use private resources. 
This bill certainly would facilitate and expand that and it’s some- 
thing that has to be in our arsenal, again, of tools to do. 

I think a very important feature here is there may be questions 
of, well, this agency or that agency may or may not resist the over- 
all ambit or, may try to fall outside of the framework of this legis- 
lation. A very, very powerful thing. Again, I would urge in the com- 
mittee, is the reporting under the Federal Credit Policy Working 
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Group: if we allow in the full light of day the performance of our 
various agencies to get to decisionmakers, people are going to be 
hard-pressed to do things the old way when they have under this 
act and other measures, tools for them to go elsewhere. 

I’m going to be hard-pressed as manager to say, well. I’m going 
to do things the way I’ve done them for the last 20 years. If there 
are features readily available where I can get a much better re- 
turn, a much greater efficiency, I think that’s a big feature of this 
bill. So to those who would say we’ve got a bad record, we have got 
a lot of delinquencies, we’ve got a lot of inequities out there, I say 
that’s all the more reason for this legislation. 

Mr. Scarborough. Of course, let me just say, obviously, this 
problem did not start the day that you walked in the office. You 
inherited a very difficult problem which really leads back to some- 
thing Congressman Owens said and I had not heard this before 
and maybe Congressman Owens, I can yield to him on the clarify- 
ing point. He said something like what was it, that during the 
Reagan administration there were actually people appointed to a 
board that had to do with debt forgiveness that owed debts them- 
selves; is that correct? 

Mr. Owens. No, to an advisoiy committee on the loans, who to 
give the loans to and how the loans should operate, et cetera. One 
of the members of the committees was a major delinquent bor- 
rower, which was mentioned in the article. 

Mr. Scarborough. Was that an agency set up by the Depart- 
ment of Agriculture? 

Mr. Owens. Yes. This was all under the Department of Agri- 
culture. The Farmers Home Loan mortgage has certain advisory 
groups, obviously, and one of the individuals — they mentioned four 
millionaires who had tremendous assets who still were delinquent 
and one of them was on a committee appointed by President 
Reagan to coordinate the loan program. 

Mr. Scarborough. OK. Thank you, Mr. Owens. 

Can you say without a doubt right now that you don’t have such 
conflicts of interest currently? You don’t have, as they say, you 
don’t have any foxes guarding the hen house? 

Mr. Williams. I’ll say this. Information systems being what they 
are and with deficiencies, we all recognize — the Secretary certainly 
recognizes this. There are certainly not, to his knowledge, and cer- 
tainly would be a violation of his direct orders for there to be such 
conflicts. 

Mr. Scarborough. OK. 

Mr. Williams. But we all recognize we need these systems. I 
might add, it is coming back to me now, a lot of these loans origi- 
nated in the 1980’s in emergency situations. They were later re- 
structured and I think these restructuring, certainly have some eq- 
uity considerations and certainly could be characterized as forgive- 
ness. But all of this — I’m not saying this to exonerate myself per- 
sonally, but it happened, I think, around 2 months after I came 
into office and it certainly wasn’t the express intent of Secretary 
Espy and I know Secretary Glickman, who insisted month, after 
month, after month that we have got to increase performance. Ev- 
erybody is the same in collecting these debts. 
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Mr. Scarborough. And, again, I appreciate that. Like I said be- 
fore, this is a problem that didn’t start with you and I personally 
don’t feel you have any need to exonerate yourself. The problem is 
a system that has been set up and whether the Republicans did it 
in the 1980’s or whoever did it, we need to clean it up, and I cer- 
tainly appreciate you — ^your testimony here today. Who is our GAO 
person? 

Mr. Horn. I think Mr. Steinhoff wants to comment. 

Mr. Steinhoff. With respect to my earlier testimony, I talked 
about the fact that many of these lending programs have social or 
economic goals. If you look at the farm programs, they have those. 
What we found, and we discussed farm loans in our high risk se- 
ries report earlier this year. What we found — I am not familiar 
with the article Congressman Owens mentioned, but what we re- 
ported was between 1991 and 1994, Farmers Home wrote off $6.1 
billion, which they forgave. So there was forgiven debt of that 
amount during that 3-year period. 

What we further found is that the way the programs themselves 
are designed becomes very, very important because we’re talking a 
lot here about the back ends, collecting the debt at the back end, 
but it’s making the loan at the front end oftentimes where the die 
is cast. And in the case of Farmers Home, the way those farm pro- 
grams were structured, a lot of borrowers were able to borrow more 
money even though they hadn’t paid for maybe 10 years, they were 
delinquent. Their loans were restructured, refinanced. Many times 
they appeared on the books to be current, but there weren’t pay- 
ments being made. 

Debts were forgiven. Properties were sold to selected groups so 
we didn’t necessarily optimize the amount of revenue. Now, there 
were policy reasons for this, social, economic reasons that someone 
decided this was the way to go and I think both the Congress and 
the administration are involved in those matters. So I think you 
have got to take each program and break down up front what do 
we expect to achieve? What do we expect to be the cost and then 
measure people against that. 

If we have economic and social goals, lay those out and measure 
those. But I think oftentimes we focus on the losses or cost at the 
end. It’s not just simply a debt collection. It’s in many cases a pub- 
lic policy call. 

Mr. Scarborough. And I certainly understand that. We just 
want to make sure it isn’t an overriding political 

Mr. Steinhoff. Yes. 

Mr. Scarborough. Overriding political goal of Congressmen and 
Senators and others that will be willing to throw taxpayer money 
away for their own political purposes. 

Let me ask you one final question. I see my time is up. We have 
been talking about private tax collectors to collect debt. Is that 
something you and GAO would support? 

Mr. Steinhoff. Yes. We have endorsed that in the past in a 
1990 report to the now chairman of the Budget Committee, Chair- 
man Kasich. We called for that. It is part of the Debt Collection 
Act of 1982, which we worked on and it is one of the many tools 
that people should have at their disposal. People should use private 
sector collectors when it makes sense to augment and assist them 
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in the collection function. And I think it’s a very, very important 
tool and should be used to the extent it is practicable. 

Mr. Scarborough. Thank you very much. I appreciate it. Mr. 
Chairman, thank you. 

Mr. Horn. We thank you. I think Mr. SteinhofFs example is a 
good one that we have had a lot of social reasons for these pro- 
grams, not just financial reasons over the years, and this goes back 
40, 50 years in terms of Congress and certainly agricultural policy. 

In fact, in my opening statement I noted that according to the 
General Accounting Office one deadbeat convinced an agency to for- 
give a Federal loan of $428,000. Two months later he received a 
new loan of $132,000 and within 2 years he stopped payment on 
the second loan and I said this occurs frequently and it’s sheer 
abuse and waste. 

What I think, listening to this, is after we get this legislation 
through, we’ll besides IRS in a few months, start, having the Farm- 
ers Home and then a few others to just see where are they and 
what are they doing and let them know we’re watching, which is 
our job. 

The gentleman from New York, Mr. Owens. Five minutes addi- 
tional questions. 

Mr. Owens. I have a major comment to make in terms of the dip- 
lomatic answer of the gentleman from GAO in terms of these are 
social — how did you put it, social, not political. 

Mr. Steinhoff. Well, there 

Mr. Owens. You used the word “political.” The loans are never 
forgiven in urban areas when small business people have them or 
people owe the IRS. My constituents and the constituents in the 
big cities don’t benefit from billions of dollars of forgiveness and we 
would just like to know more about how they arrive at the deter- 
mination that the/re going to forgive. Your records show $6.8 bil- 
lion in 3 years. 

Mr. Steinhoff. $6.1. 

Mr. Owens. $6.1 billion in 3 years. 

Mr. Steinhoff. Three years. 

Mr. Owens. I would like to know the rationale for that. I would 
like to know how those decisions are made. I would like to know 
where is the equity for the urban communities in terms of being 
able to get something similar. That’s a major benefit flowing from 
the taxpayers, flowing from the government. Who makes those de- 
cisions? 

Is that left up to civil servants in the Department of Agriculture? 
It must go up to a higher level. You threw in Congress there cas- 
ually. What is the basis for your saying Congress is in on making 
those decisions about which loans to forgive? There are laws that 
we pass, amendments to bills which facilitate those forgiveness op- 
erations from time to time. 

Mr. Steinhoff. I wasn’t speaking purely of forgiveness. I was 
speaking more of the structure of the programs themselves and the 
fact that 

Mr. Owens. The decisions to forgive, you’re not implying that 
Congress is ever in on those decisions are you? 

Mr. Steinhoff. I’m not aware of exactly what happened in this 
case. 
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Mr. Owens. Which individuals to forgive, how, much to forgive 
are made by persons in the Department of Agriculture. 

Mr. Steinhoff. I am not familiar in this case who decided what. 
I’m not familiar with the article you cited. I have a number here 
that that was the amount that we reported had been forgiven dur- 
ing that period. 

Mr. Owens. Can anybody describe how a forgiveness takes place? 
There are many students out there with loans, student loans, and 
I’d like to know if we can have a parallel forgiveness program. 
What are the criteria, how do you make your case? Is there an ap- 
peals board, et cetera? 

Mr. Koskinen. I would just like to go back to a point I made ear- 
lier just to make sure we have a clarification of what we’re talking 
about. While the effect on a borrower, when there has been a write- 
off, is that the lender has decided not to pursue that particular 
loan further, that is not the same as a forgiveness. As I noted, this 
act would make clear that if you had been a delinquent borrower, 
we may write off your loan after we decide it is uncollectible and 
that may apply across the board and that happens to a number of 
your constituents. I’m sure, as well. 

The fact we declare it as uncollectible, no longer carry it as a re- 
ceivable on our balance sheet, no longer treat it as an asset, does 
not necessarily mean we have forgiven the loan in the sense of ei- 
ther, A, being willing to make another loan to you or, B 

Mr. Owens. So you stop pursuing the collection of it. 

Mr. Koskinen. That’s right. You may at some point decide that 
it is no longer functional. There is no money to be retained. It is 
not cost-effective. But at that point 

Mr. Owens. These are billions of dollars I am talking about. 

Mr. Koskinen. Well, we have over $1 trillion in guarantees in 
loans outstanding and the amounts we are talking about accumu- 
lated over years. All I want to make sure 

Mr. Owens. I am talking about the Farmers Home Loan mort- 
gages, which were not given out in small amounts. Let’s focus on 
that. Say you’re talking about $1 million. You are writing off $1 
million and refusing to pursue it any longer. You said you don’t 
pursue it just because it is not cost-effective to collect $1 million? 

Mr. Koskinen. What I am saying is, if the borrower has no 
money, it is not cost-effective to take him to a judgment for bank- 
ruptcy. 

Mr. Owens. If he has no money you say? 

Mr. Koskinen. If he has no money. 

Mr. Owens. Is that a criteria? 

Mr. Koskinen. That is a criteria. 

Mr. Owens. Have you got a list of the written criteria? Do you 
know what criteria exists for making these decisions? 

Mr. Koskinen. Yes. Well, the agency-by-agency has those cri- 
teria, but 

Mr. Owens. Do you have a list of the criteria for the Department 
of Agriculture, Mr. Williams? Can you furnish us with the criteria? 

Mr. Williams. Yes, we do. 

Mr. Owens. The criteria for making decisions about who to for- 
give, how much to forgive and when to forgive? 
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Mr. Williams. Yes. And I can say that since this article back — 
it was, now that I’m thinking about it in January of last year, we 
have, I think, strengthened our efforts and stren^hened our cri- 
teria to ensure that if there is a security there, if there are as- 
sets — 

Mr. Owens. Can you supply us in the future with a written cri- 
teria if you don’t have it today? 

Mr. Williams. Yes, we can. 

Mr. Horn. It will go at this point in the record. My understand- 
ing is that each agency develops its own criteria. The question 
should be should 0MB have an overall policy on this? Should the 
law have an overpolicy on — overall policy on this? And I think what 
we need, Mr. Koskinen, since you are head of the management ap- 
proach there, is to try to gather these criteria, see if there is some 
commonality. 

I don’t want to limit agency discretion because you might have 
some unique circumstances. On the other hand, a debt is a debt, 
and we need to know and understand what conditions agency guid- 
ance provides the answers that the gentleman from New York is 
seeking. So if you can give us a little exhibit, I think this is the 
appropriate place for it. 

Mr. Owens. My point is that systems must be put in place which 
optimize the best; that’s very desirable and I hope we’ll go forward 
with that. But there is something else here that I was trjdng to 
pinpoint which nobody seems to want to own up to and that is why 
do certain kinds of things happen in such an uneven pattern across 
agencies, and why is Agriculture, in particular, which has the big- 
gest debt, so slipshod. 

I just heard a few minutes ago that they don’t have addresses. 
They have the problem of not having the addresses of people who 
have these loans. I find that incredible that there are people with 
million-dollar loans out there and we can’t — we don’t have their ad- 
dresses. Somebody just said that a few minutes ago, locating the 
addresses is a problem. So there is something at work here which 
leads to the slipshod system or the lack of development of a system. 
They haven’t wanted a system because not having a system worked 
very well for some people. They benefited greatly. 

Mr. Koskinen. I would like to 

Mr. Owens. From lack of a system. So if we put a system in 
place, if we don’t deal with these other things, then there are in- 
centives still not to pay and you get away with it. 

Mr. Koskinen. Yes, I think that’s right. But again, I would come 
back to one of the criterion and the issues that we are dealing with 
is why we need this legislation. We are not before you saying we 
don’t need to do anything more, we don’t need any more tools. 
We’re before you supporting the legislation the chairman has intro- 
duced that would basically make sure that the agencies have the 
ability, first, to make sure they don’t make new loans to people 
who have been delinquent on loans. 

Second, that they can reach out and make sure that, if we’re 
making Federal payments to people who owe us money, we, can off- 
set the amount owed against those payments. Third and I think 
the most significant part of this legislation is providing incentives 
and financial support for debt collection efforts. If there’s one part 
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of this bill that I would like to stress on behalf of all of the debt 
collection agencies, it is the gain-sharing provisions of this bill. The 
most significant thing we can do is provide additional resources to 
agencies that are effectively collecting debt, instead of asking them 
to deploy more resources toward debt collection without any benefit 
directly to those operations. The gain-sharing portion of this bill, 
it seems to me, is critical and is one of the major advantages that 
will accrue from the passage of this legislation. 

Mr. Owens. Above all, 0MB should stress that we should never 
trivialize forgiving and throwing away the taxpayers’ money. Don’t 
trivialize it by saying it’s not that important, you know. 

Mr. Koskinen. I don’t think anyone said it is not important, Mr. 
Congressman. I would like to have the record clear on that. 

Mr. Owens. Not cost-effective to go after it when it ranges in bil- 
lions of dollars. That sounds like trivializing a major problem. 

Mr. Koskinen. Mr. Congressman, I would like to leave the 
record clear that to say, that if a borrower has no money it is not 
cost-effective to continue to pursue them judiciously or otherwise is 
not to trivialize debt collection. 

Mr. Owens. I yield back the balance of my time, Mr. Chairman. 

Mr. Scarborough [presiding]. OK, thanks a lot. I have a ques- 
tion I would like to clarify right now and it shows a basic, perhaps 
a basic ignorance of the whole process itself. But can you all tell 
me as far as the decisionmaking process goes, whether it is exclu- 
sively within the province of your particular agencies to make the 
decisions on debt forgiveness or whether it comes down from 0MB 
or the President or where exactly it comes from? 

Mr. Koskinen. Mr. Williams will answer. 

Mr. Scarborough. Why not. You have been answering every- 
thing else. 

Mr. Williams. A couple things. There is general guidance on all 
these things, but it is up to the agency to come up with specific 
programs and processes to adopt these and I would also echo for 
the record what John has said in regard to, “forgiveness”. 

To say that there are no longer any assets, there is no longer £my 
money, it is no longer cost-effective to go after someone, so to 
speak, is not to trivialize the whole thing. We consider this very, 
very important. But I would also urge to the committee once again, 
the very high importance of better systems, providing better infor- 
mation to decisionmakers to hold us accountable on how we’re 
managing our portfolio. 

There’s an incentive for us, then, to do things differently, do 
things better, put them somewhere where they can be done and get 
the kind of results you want. This bill offers us those tools and is 
very effective for that reason. 

Mr. Scarborough. Thank you. Mr. Smokovich, if I can ask you 
a couple questions regarding direct deposit. Regarding it, do you 
think we should exempt from this process hardship cases? 

Mr. Smokovich. I think we are going to have to need to have 
some flexibility. We — our estimates tell us, for example, that if we 
implement this legislation, there would be maybe 2 or 3 million 
unbanked, OK, by the year 2000. We will probably always have 
some people who don’t have bank accounts for one reason or an- 
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other and we’re going to have flexibility. We would ask that the 
Secretary of the Treasury be given that kind of discretion. 

Mr. Scarborough. How would individuals without bank ac- 
counts be treated? 

Mr. Smokovich. How would they be treated? The way we would 
handle those types of situations, as the legislation contemplates, 
we would ask the program agency to approach that individual and 
we would say to them if you have a bank account, we certainly 
want to give you a direct deposit. If you don’t have a bank account, 
we would like to offer — we would like to offer you a payment alter- 
native. 

One of those payment alternatives might be the EBT program, 
which is a program that would give individuals a debit card or a 
plastic access card to funds in a bank. And another approach we 
might use would — and this is something we do intend to do, is to 
actually market the financial institutions, both large and small, to 
offer plastic access or debit cards to individuals who don’t for some 
reason want to have a checking account or a bank account. So it 
would be a lot of hands-on direct marketing, high-touch, if you 
want to call it that. 

Mr. Scarborough. Mr. Steinhoff, getting back to you. Congress- 
man Owens appeared indignant that you would suggest that any- 
one would forgive a debt for policy reasons. Do you have any rec- 
ommendations on perhaps — perhaps a way that we could, if an 
agency did want to forgive debt for policy reasons, a way that we 
could somehow clarify the purposes for forgiving the debt or are we 
just creating new problems? 

Mr. Steinhoff. I want to clarify something. I wasn’t speaking 
about forgiving a debt. I was speaking about the underlying re- 
quirements and the underlying programmatic rules that would 
apply. And I was really trying to say that is a number of lending 
programs have various reasons and there are various goals and ob- 
jectives, some social, some economic. 

For the most part, people are borrowing from these lending pro- 
grams at terms and conditions which they could not get in the pri- 
vate sector. So I wasn’t pointing to the decision to forgive at the 
end. I am not familiar with the specific case he was citing. 

I was speaking about the way the programs are structured and 
the fact that people can obtain loans under these pro^ams. I think 
in terms of forgiving — and that’s just saying we’re just forgiving 
the debt versus stopping collection of the debt — there’s a difference 
between the two. That’s a decision that should be made in a very 
careful manner and it should be determined that that’s the fair, eq- 
uitable thing to do in that case, and it certainly shouldn’t be done 
without full consideration of the implication of doing it. But I want- 
ed to make it clear that in no way was I implying that for political 
or other reasons they were forgiven. 

I don’t really know why they were in this case. I know they were, 
but that the structure of these programs themselves have a bunch 
of goals. The government is not in the position of a bank which has 
a central gozil of making money and they’re going to make a range 
of loans in order to make a profit. 

We’re in there as this lender of last resort providing some kind 
of benefit to the person obtaining that loan. So there’s a cost of 



173 


doing that, and that’s what I was trying to say. When you made 
that decision to make those lines, restructure loans, refinance 
loans, make loans to people who haven’t paid back, prior loans to 
make loans to people who have no chance of paying back, then you 
end up at the end with a loan that you simply can’t collect. 

Mr. Scarborough. I don’t think your earlier statements were so 
shocking. It is obviously clear that we are the lender of last resort 
in many cases and it’s a darn good — it’s good for us that we aren’t 
in the business of making money because we are $4.9 trillion in 
debt and aren’t doing a very good job at that. But at the same time, 
I understand. 

What you’re saying when the Federal Government gets into the 
business of loaning farmers money or loaning students money, they 
know going in that they’re not going to receive 100 percent of their 
money back. Is that not what you’re suggesting? 

Mr. Steinhoff. Yes. 

Mr. Scarborough. And when they set up these programs, they 
have probably already figured that in as a cost, if not a direct cost, 
an indirect cost? 

Mr. Steinhoff. Yes. 

Mr. Scarborough. Of those programs and that is the point you 
were trying to make. 

Mr. Steinhoff. Yes. The Credit Reform Act requires the govern- 
ment for a guarantee, as well as a direct loan, to estimate what 
those costs would be so when you are passing a budget, you are 
agreeing up front this is the cost. 

Mr. Scarborough. Let me just say I also agree we need to do 
that and I appreciate your testimony and I appreciate all of your 
testimony. Mr. Williams, we appreciate you putting yourself for- 
ward to be picked on more than others. I think you did a very good 
job and we look forward to working with all of you to pass and im- 
plement this important legislation and we are going to send further 
questions for all of you to answer. And with that we must recess 
because I have got to run over and vote. We’re adjourned. 

[Recess.] 

Mr. Davis [presiding]. The committee will come back to order 
and we are pleased to have our next witness, Robert M. Tobias, the 
national president of the National Treasury Employees’ Union, and 
Bob, good morning and welcome and thank you for being here with 
us. 

Mr. Tobias. Thank you very much. I appreciate the opportunity 
to be able to testify on this most important piece of legislation. 

Mr. Davis. Your union represents most of the IRS employees, for 
example, doesn’t it? 

Mr. Tobias. That’s correct. We represent all of the Internal Reve- 
nue Service employees, all of the people at the financial manage- 
ment. 

Mr. Davis. Bob I have to swear you in. 

Mr. Tobias. OK, I can do that. 

[Witness sworn.] 

Mr. Tobias. I vnll. 

Mr. Davis. Thank you. Now we’re official. Thank you very much 
and, once again, thank you for being here today. 
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STATEMENT OF BOB TOBIAS, PRESIDENT, NATIONAL 
TREASURY EMPLOYEES UNION, WASHINGTON, DC 

Mr. Tobias. This legislation seeks to enhance governmentwide 
debt collection activities. To further this, I understand the sub- 
committee is considering a proposal which would authorize the In- 
ternal Revenue Service to use debt collection tools under the Debt 
Collection Act of 1992, including the use of private collection agen- 
cies and private collection agents. 

NTEU shares the concern of the subcommittee that money owed 
to the Federal Government must be collected and used to reduce 
our deficit. We strongly believe that the IRS can make a major con- 
tribution to balance the Federal budget by 2002 if given the nec- 
essary resources. However, NTEU is vehemently opposed to using 
private debt collection agency to recover delinquent tax debt. And 
I believe there are several good reasons not to use private contrac- 
tors. 

First is the issue of taxpayer privacy. I do not believe American 
taxpayers want their private tax information in the hands of pri- 
vate-for-profit companies. I have attached an article by Llewelyn 
Rockwell, Jr., which appeared in the Washington Times, which per- 
suasively makes this point. Second is the issue of taxpayers rights. 

Congress has passed significant protections for taxpayers which 
balance the government interest in collecting revenue against the 
taxpayer’s right to be treated fairly. Quotas on dollars collected, en- 
forcement actions conducted and dollars per hour generated are 
outlawed, but those measurement techniques are precisely what 
are used by debt collection agencies. 

Third is the issue of IRS credibility and congressional oversight 
responsibility. Private debt collectors don’t care about the impor- 
tance of voluntary compliance and the credibility of the IRS to the 
total collection of taxes. They care only about the dollars collected. 
Bad experiences by taxpayers with private companies will certainly 
damage the voluntary tax compliance effort. I’ve included examples 
of overzealous collection activities in my testimony. We don’t want 
that behavior in connection with private contractors collecting pub- 
lic taxes. 

Further, Congress can’t effectively oversee private contractors. If 
the IRS gets off track, Congress can get accountability, but not 
with the private sector. Fourth and perhaps most importantly, IRS 
employees can collect more money at less cost than the private sec- 
tor. 

The GAO studies of service contracts issued in March 1994 show 
that the private sector costs more to perform the same kind of serv- 
ices provided by the Federal sector, significantly more for the same 
service done by Federal employees. Last year Congress funded a 
compliance initiative for the Internal Revenue Service at a cost of 
$405 million a year, $2 billion for 5 years, which would produce 
$9.2 billion for the same 5-year period. 

We are now ahead of schedule on the revenue produced as the 
result of that compliance initiative. Yet Congress wants to cut the 
funds for fiscal year 1996. We know how to collect more money and 
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we know how to do it at less cost. Give us the chance to do it and 
don’t endanger the private sector and the credibility of the Internal 
Revenue Service by contracting out the collection of the Internal 
Revenue Service debt. Thank you very much. 

[The prepared statement of Mr. Tobias follows:] 
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I ajn Robert M. Tobias, National President of the National 
Treasury Employees Union. NTEU is the exclusive representative of 
over 150,000 Federal employees, including virtually all employees 
of the Internal Revenue Service. On behalf of the men and women 
who collect the revenue for the Federal Government, I welcome the 
opportunity to present our views on the Debt Collection Improvement 
Act of 1995 and proposed changes to this legislation. 

This legislation seeks to enhance Government-wide debt 
collection activities. To further this end, I understand this 
Subcommittee is considering a proposal which would authorize the 
Internal Revenue Service to use debt collection tools under the 
Debt Collection Act of 1982; including the use of private 
collection agents. NTEU shares the concern of the Subcommittee 
that money owed to the federal government must be collected and 
used to reduce our deficit. We strongly believe that the IRS can 
make a major contribution to balance the Federal Budget by 2002, if 
given the necessary resources. However, NTEU is vehemently opposed 
to using private debt collection agents to recover delinquent tax 
debt . 


I believe there are several very good reasons NOT to use 
private contractors. First, is the issue of taxpayer privacy. The 
methods available to track taxpayer information are becoming more 
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and more sophisticated and far-reaching. 1 do not believe that 
taxpayers want that kind of sensitive information out of the 
government's direct control, in the hands of for-profit companies. 
The American people have demanded that their tax return information 
be kept confidential - we must respect this essential element of 
our tax system. I am submitting with my statement a copy of an 
article by Llewelyn Rockwell, Jr. from the Washington Times that 
makes this point very effectively. 

An issue related to taxpayer privacy is taxpayer rights . 
Congress has recently passed Taxpayer Bill of Rights legislation 
aimed at protecting individuals' rights in the tax law enforcement 
area and I am told Congress intends to strengthen this legislation 
in the very near future. While Congress is moving to ensure 
greater taxpayer protection, it makes no sense to begin using 
private contractors who are not covered under taxpayer rights 
legislation. 

While the focus of today's hearing is how to bring in more 
revenue owed, I have also testified at many hearings that focused 
on methods of tax collection that were deemed to be too heavy- 
handed and tough on taxpayers. Quotas as to how much revenue 
individual IRS employees needed to bring in used to exist in the 
IRS, but based on the potential of such practices to lead to abuse, 
have been widely discredited and abandoned. Members of Congress, 
directing federal employees, are in a much better position to 
understand the need to balance effective debt collection practices 
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against measures that are too intrusive or punitive. For-profit 
contractors will not necessarily share these concerns. 

Private sector employees who work on commission are not going 
to care whether their actions antagonize t^axpayers, or erode the 
credibility of the IRS. And their bosses are not going to invest 
the same resources and effort into ferreting out misdeeds by their 
workers as the IRS does. Mo one likes to pay taxes, but the 
majority of American people know that the system now in place aims 
to strike a balance between protecting the rights and privacy of 
taxpayers and collecting taxes owed. Moving to a private 
collection on commission system could cause more people to lose 
faith in this system under which 83% of all federal taxes owed are 
paid without any affirmative action by the IRS. 

One does not have to look far to hear horror stories 
concerning private debt collectors. According to U.S. Mews and 
World Report, one couple, who ordered furniture from a New Jersey 
company and refused to pay when the furniture arrived damaged, 
complained to the attorney general that two collectors came to 
their home claiming to be police officers - complete with handcuffs 
and a gun - and threatened jail. Many of the people getting 10 
calls a minute are first time offenders and have no idea of their 
rights. The Associated Press recently reported that an El Paso 
woman was awarded 11 million dollars from a debt collection agency 
after receiving many profanity laced phone calls, one death threat 
and a bomb threat to her place of work. 
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I believe the issue that is probably of most interest to this 
Subcommittee with regard to the i>osBlbility of private sector 
companies doing IRS work is cost. However, there have been no 
studies to verify the cost of contracting out compared to assigning 
work internally. All of the recent -GAO -studies on -contracting out 
point to the outrageous needless cost. In fact, it will cost more 
money to use outside contractors than using IRS employees. 
Contractors will not have the authority under current law to use 
the enforcement powers given to the IRS — revenue collected per 
dollar expended will be approximately one quarter the amount that 
could be collected if the same dollars were spent on IRS collection 
personnel. Furthermore, the IRS will need to take additional 
people off line to provide management and oversight to contractor 
efforts. I firmly believe that IRS employees, if given the 
opportunity, can do any job allocated to the private sector more 
efficiently and more effectively. It simply does not make economic 
sense to employ private contractors. 

NTBU and IRS have worked together to come up with more and 
more effective means of bringing in more of the revenue that is 
owed and we both agree that using contracts for uncollected debt is 
not an efficient and effective use of the limited resources 
available to the IRS to collect tax debt. I am also attaching a 
letter from Commissioner Richardson expressing strong reservations 
on contracting out collection functions. 
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Much research and planning have gone into targeting IRS 
resources to get the most return on the dollar. In the FY 1995 
Budget Resolution, Congress authorized $2 billion over 5 years to 
provide 5,000 additional enforcement positions at IRS. The 
compliance initiative is slated to bring $9.2 billion into the 
treasury over five years, that would otherwise go uncollected. 
Last year, the initiative was fully funded and appeared on track. 
This year the initiative's funding is under attack. We believe 
full funding for this initiative is the appropriate way to collect 
revenue owed. 

NTEU is concerned with other parts of the legislation as well. 
We believe that the use of private debt collectors in Treasury 
agencies creates an unfair and unproven assumption that the private 
sector can do it better. In addition, we believe that the release 
of taxpayer numbers presents large privacy concerns that the 
American public would be horrified to learn. 

Thank you for hearing our concerns on this important matter. 
I would be happy to answer any questions and look forward to the 
opportunity to work with your Committee on this important 
legislation. 
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DEPARTMENT OF THE TREASURY 
INTERNAL REVENUE SERVICE 
WASHINGTON. D.C. 20Sk* 


August 4. 1995 


The Honorable David Pryor 
United States Senate 
Washington, DC 20510 

Dear Senator Pryor 

I am writing to express my concern regarding statutory language in the FY 1996 
Appropriations Committee Bill (H.R. 2020) for Treasury, Postal Service and General 
Government that would mandate the Internal Revenue Service (IRS) spend $13 million 
"to Initiate a program to utlll 2 e private counsel law firms and debt collection activities..." 

I have grave reservations about starting down the path of using private contractors to 
contact taxpayers regarding their delinquent tax debts without Congress having a 
thorough understanding of the costs, benefits and risks of embarking on such a course. 

There are some administrative and support functions in the collection activity that 
do lend themselves to performance by private sector enterprises under contract to the 
IRS. For example, in ^ 1994, the IRS spent nearly $5 million for contracts to acquire 
addresses and telephone numbers for taxpayers with delinquent accounts. In addition, 
we are taking many steps to emulate the best collection practices of the private sector to 
the extent they are compatible with safeguarding taxpayer rights. However, to this point, 
the IRS has not engaged contractors to make direct contact with taxpayers regarding 
delinquent taxes as is envisioned in H R. 2020. Before taking this step, I strongly 
recommend that all parties with an interest obtain solid information on the following key 
issues: 

1 ) What impact would private debt collectors have on the public's perception 

of the fairness of tax administration and of the security of trie financial 
information provided to the iRS? A recent survey conducted by Anderson 
Consulting revealed that 59% of Americans oppose state tax agencies 
contracting with private companies to administer and collect taxes while 
only 35% favor such a proposal. In all likelihood, the proportion of those 
opposed would be even higher for Federal taxes. Addressing potential 
public misgivings should be a priority concern 
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2) Hcrw would taxpayers rights be protected and privacy be guaranteed once 
tax information was released to private debt collectors? Would the 
financial Incentives common to private debt collection (keeping a 
percentage of the amount collected) result in reduced rights for certain 
taxpayers whose accounts had been privatized? Using private collectors 
to contact taxpayers on collection matters would pose unique oversight 
problems for the IRS to assure that Taxpayers Bill of Rights and privacy 
rights are protected for all taxpayers. Commingling of tax and non-tax data 
by contractors is a risk as is the use of tax Information for purposes other 
than intended. 

3) Is privatizing collection of tax debt a good business decision for the 
Federal Government? Private contractors have none of the collection 
powers the Congress has given to the IRS. Therefore, their success in 
collection may not yield the same return as a similar amount invested in 
IRS telephone or field collection activities where the capability to contact 
taxpayers is linked with the ability to institute liens and levy on property if 
need be. Currently, the IRS telephone collection efforts yield about $26 
collected for every dollar expended. More complex and difficult cases 
dealt with in the field yield about $10 for svety dollar spent. 

I strongly believe a more extensive dialogue Is needed on the matter of 
contracting out collection activity before the IRS proceeds to implement such a 
provision. Please let me know If I can provide any additional Information that would be 
of value to you as Congress considers this matter. 

Sincerely, 

UargarelLMilifei^ichardson 
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Mr. Davis. Thank you very much. I was in local government, as 
you know, for 15 years prior to coming to the Congress, and we did 
some privatization of debt collection and we did some in-house, 
eventually returning it in-house. We found out, frankly, that the 
more county resources we put into it, hiring people, whether it was 
on a contract, temporary basis as county employees or whatever, 
that you needed to put the resources into it. 

Public or private, you needed to put the resources in the collec- 
tion, that asking you to collect more money and cutting staff didn’t 
cut it in that area. Is it your position that basically Congress really 
has not put the resources into debt collection in the public sector 
that they should have if they want to reduce the debt? 

Mr. Tobias. The answer is, yes. Last year. Congress did fund 
this compliance initiative debt collection option. Congress said, hir- 
ing 5,000 employees, training them, by keeping them on the rolls 
for 5 years, we’ll spend $405 million in the first year, $2 billion 
over 5 years and we’ll collect $9.2 billion for our efforts. 

GAO has testified that, indeed, the IRS is ahead of schedule on 
collecting those funds and ahead of what has been projected and 
yet the Senate has zeroed out the compliance initiative and the 
House-passed Treasury appropriations bill cuts it less than in half. 
So here we have something that has worked. We have something 
that is effective, and yet rather than sticking with it. Congress 
seems to be cutting back on it. I think that’s unwise. 

Today, I wonder how the Congressional Budget Office would 
score that. Because it would seem to me with the track record that 
the more people you add, the more net gain you get into the Treas- 
ury and it would be an illusory savings. 

Mr. Tobias. Well, I certainly hope they would score it positively. 

Mr. Davis. But it seems to me, then, the cuts won’t really be 
cuts. It would be a decline in revenue. 

Mr. Tobias. It is a decline in revenue. There is no question about 
the decline in revenue. It is a very clear correlation. And so we 
urge that rather than contracting out, which I believe will cost 
more in terms of the dollars spent to collect the revenue, and will 
produce less revenue overall, that we ought to fund the people who 
know how to do the job. 

Mr. Davis. Let me ask a question. We have a later witness, a Mr. 
Thomas Gillespie, who is going to state that there’s no basis for 
concerns about collectors invading taxpayers’ privacy. I am talking 
about private collectors, private debt collectors invading private 
taxpayers’ privacy. He says under the Fair Debt Collection Prac- 
tices Act, collectors are prohibited from disclosing debt information 
to a third party, any contractor with a collector to specify privacy 
restrictions. Do you have any reaction to that? 

Mr. Tobias. Well, I’m sure that those pledges are made. But I 
would ask whether or not this Congress wants to hold the Internal 
Revenue Service accountable or try to hold a private debt collector 
accountable through the IRS for breaches that will inevitably and 
ultimately occur. I think that it’s very unwise to run the risk. Once 
a breach occurs, and we know it will — I mean it’s guaranteed that 
it will occur, the spillover effect of that breach, when it’s the pri- 
vate sector, I suggest, will be much larger than the problems that 
we have even with the Internal Revenue Service. 
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We already have the problems in the Internal Revenue Service 
when these infrequent breaches occur, but it would have a much 
larger impact on voluntary compliance if it were the private sector 
where these breaches were to occur. 

Mr. Davis. In raising that, it reminds me of I think earlier this 
year, there were reports that over a period of years, we had a num- 
ber of IRS employees who snooped into thousands of tax records, 
examining friends and neighbors’ returns and, as you say, I guess 
that’s human nature to some extent. But do you know what hap- 
pened to those employees and how that was handled internally? 

Mr. Tobias. They were disciplined. They were disciplined, dis- 
charged and some of them were put in jail. 

Mr. Davis. So it was easily handled. 

Mr. Tobias. Not easily. 

Mr. Davis. Easier than in the private. 

Mr. Tobias. It would be more difficult in the private sector. 
Much less control by Congress over the breaches. 

Mr. Davis. OK. How would you describe the IRS’s tax collection 
efforts to date in collecting — we’re talking about debts at this point, 
longstanding debts. 

Mr. Tobias. The Internal Revenue Service attempts to collect 
debts in a number of different ways. First by mail, then by tele- 
phone, and then by personal visit. Like the private sector, the In- 
ternal Revenue Service has found that the sooner people are con- 
tacted, the more chance you have of collecting, of collecting the 
debts. And one of the real issues for the Internal Revenue Service 
is to get itself technologically in a position where these calls can 
be made soon, sooner rather than later and there’s a lot of move- 
ment toward that. 

One of the key provisions of the tax compliance initiative was to 
hire people specifically to make these telephone calls early and the 
results, of course, are quite dramatic in terms of the dollars col- 
lected. 

The most difficult cases are those where people go out of busi- 
ness, because the largest portion of the tax debt is for taxes that 
are withheld, FICA taxes withheld to be paid for social security. So 
these are small businesses that go out of business and the funds 
aren’t available, so it’s very difficult to collect from these folks who 
are coming in and going out of business quite rapidly. So our goal 
is to put enough people on the task early enough to collect the 
maximum possible revenue and I think that’s what we’re doing. 

Mr. Davis. OK. Do you have any — ^what is your reaction to the 
centralization of debt collection efforts at Treasury? 

Mr. Tobias. Well, the idea of Treasury serving as a — as an agen- 
cy to collect debts for other government agencies, I think, is a 
sound one. I think it’s a good one. I think that coordinating FMS 
with the Internal Revenue Service would be a good thing. 

I believe that the FMS will be able to prove that it can collect 
money, again, cheaper and faster and will do a very good job at it. 
This is an agency that has done more work on improving its qual- 
ity and more work on improving its productivity than many, many 
agencies in the Federal sector. So I think that this agency is really 
poised to prove to the world how efficient and effective it is. 
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Mr. Davis. I wonder if you can elaborate for us in terms of these 
GAO audits which, unfortunately, I don’t think all the Members 
have read at this point in terms of saving money versus costing 
money using outside collection agencies because this has been sub- 
ject to a lot of different interpretation in representations by people 
appearing before this committee. You want to compare apples to 
apples in the reports I guess. I wonder if you would like to elabo- 
rate on that. 

Mr. Tobias. I don’t know that GAO has done a study that di- 
rectly compares debt collection in the private sector with debt col- 
lection, for example, in the Internal Revenue Service and one of the 
reasons that would make it very difficult is that the authority that 
is vested in an Internal Revenue Service employee cannot be vested 
in the private sector, the ability to issue a lien, the ability to issue 
a levy, the issue to actually go out and collect the taxes. So I don’t 
know that there would be — that there has been. 

I know that there has not been a specific comparison, but what 
I do have is the March 1994 GAO report called, “Government Con- 
tractors,” measuring cost of service contracts versus Federal em- 
ployees. And in that report, GAO pointed out that when service 
contracts are negotiated with the private sector, there’s no require- 
ment that cost comparisons be conducted and GAO looked at some 
contracts that had been performed and they found that the cost 
was substantially more than it would have been if Federal employ- 
ees had performed it. 

And the primary basis of difference is really in the amount of 
pay. For example, there’s one that appears on page 23 of that re- 
port that I just referred to where an engineer assistant on this con- 
tract was paid $30.50 an hour and an equivalent employee would 
be paid — in the Federal Government $18.90. 

A junior engineer in the private sector is paid $35.68 and an in- 
ternal revenue — or a Federal employee is paid $20.83. So using 
these kinds of analysis on seven or eight contracts, every one of 
them showed that the Federal sector could do it cheaper. So I be- 
lieve that these kinds of analysis really show the kind of work 
product that we can do if we’re allowed to do it. I think it’s pretty 
unfair to say on the one hand to the Internal Revenue Service we 
want you to do this debt collection, but we’re only going to give you 
a limited number of FTE’s and at the same time think about con- 
tracting out to the private sector. It seems to me that the real basis 
ought to be who can do it cheaper, who can do it better and then 
Congress ought to allocate the FTE’s based on who can do it faster, 
who can do it better. 

Mr. Davis. I guess what I’ve been surprised to hear today is that 
the compliance effort has been started. It seems to be doing well, 
but we seem to be undermining it a little bit. 

Mr. Tobias. That’s a fact. I would urge the House and the Senate 
to use another opportunity in conference and in reconciliation to 
add more funds to this initiative, and I certainly hope that it’s 
done. 

Mr. Davis. Well, thank you. Thank you very much. Let me ask 
at this point — ^my time is up. Mr. Fox, do you have any questions? 

The gentleman from Pennsylvania. 

Mr. Fox. Thank you, Mr. Chairman. 
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Tell me this, is it safe to say that a private contractor would 
have fired employees who engage in the type of recreational brows- 
ing under the Fair Debt Collection Practices Act? 

Mr. Tobias. I would assume that they would. I don’t know. I 
have never talked to anybody in the private sector. I don’t know 
what the practices are. I don’t know the answer to the question. 

Mr. Fox. Let me ask you this. Isn’t it possible to limit the access 
of the private collection agency employees to taxpayer data so that 
taxpayer privacy is protected? 

Mr. Tobias. It’s not. I mean, so long as a person’s name, their 
social security number and the amount they owed is made avail- 
able, that’s taxpayer information. That’s the kind of stuff that is, 
I think, very volatile when it’s shared with anyone. 

Mr. Fox. And if there are other prescriptions in the same regard 
that the IRS employees would have? 

Mr. Tobias. Well, the issue isn’t whether they are under the 
same prescriptions, because I assume they would be. 

Mr. Fox. Yes. 

Mr. Tobias. The issue is what happens when breaches occur and 
what damage occurs to the voluntary compliance effort. I mean, I 
think that’s the real issue. 

Collecting taxes is a very difficult business; there is a lot of hos- 
tility and a lot of anger about collecting taxes. So if there are 
breaches in the private sector, I think it has more of an adverse 
impact on the voluntary compliance effort than even breaches in 
the Federal sector. Among Federal employees, even though there 
are, as Mr. Davis has mentioned, situations where Internal Reve- 
nue Service employees have browsed, there aren’t examples of 
breaches outside of Internal Revenue Service employees. 

Mr. Fox. Thank you, Mr. Chairman. Thank you, Mr. Tobias. 

Mr. Davis. Mr. Tobias, I have one other question. I would like 
to talk about hardship cases. We talk in government about the in- 
dividuals that technically owe the money, but have a hardship, an 
explanation that if the total facts of the situation became known 
to the general public that the government were coming down on 
these people, it would really have an adverse effect on public opin- 
ion toward the tax collection agency; and I draw on my experience 
in local government on these. But in terms of sensitivity to that, 
you believe that having this sponsored from the government, done 
by the government instead of private sector, you’re going to be able 
to have greater guidelines toward sensitivity on these hardship 
cases? 

Mr. Tobias. Well, I think that the whole issue of when taxpayers 
are entitled or offered hard pay agreements or extended periods of 
time to pay taxes, or the most critical issue of whether or not you 
close a business down, are issues that ought be under the control 
of the Federal Grovemment and ought be under the control of Con- 
gress. I don’t think, candidly, there is a more central government 
function, a more inherent government function than the collection 
of taxes. 

When people try to make a distinction about what might be 
privatized, what might be contracted out, an inherent government 
function is the collection of taxes. There is nothing more critical 
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other than providing defense. So I think that for that alone we 
ought not be talking about contracting out the collection of taxes. 

Mr. Davis. Thank you very much. 

Mr. Horn [presiding]. The gentleman from Pennsylvania, Mr. 
Fox; have you any questions? 

Mr. Fox. I have asked them. Thank you very much, Mr. Chair- 
man. I appreciate that. 

Mr. Horn. Fm sorry I didn’t hear all of your oral testimony. Fve 
looked at some of your written testimony. I think your employees 
certainly on the financial management service do a fine job and I 
believe you represent them, don’t you? 

Mr. Tobias. We do. 

Mr. Horn. I have got a real worry about the position you have, 
however, on collection. I regard the IRS situation as a national 
scandal on lack of collection. All I can say, whatever method they 
are using now needs to be changed. 

Now, to what extent from your judgment — are you part of IRS 
at the Treasury? Fm just not sure on your background. 

Mr. Tobias. Fm the president of the National Treasury Employ- 
ees Union. We represent all of the employees at the Internal Reve- 
nue Service. 

Mr. Horn. Which would include IRS? 

Mr. Tobias. That’s correct. 

Mr. Horn. Do you have any working experience with the IRS? 

Mr. Tobias. I did work at the IRS. 

Mr. Horn. Maybe you can educate me. Why do they have such 
a large uncollected debt, given their present methods of collection? 
It’s a scandal. I don’t know any other word for it. Do you think it’s 
a scandal? 

Mr. Tobias. No, I don’t think it’s a scandal. 

Mr. Horn. Look, when you have $70 billion in tax debt, what 
would you call it? 

Mr. Tobias. I would call it dollars that are difficult to collect, and 
I would call it an attempt by a government agency to balance the 
interest of collecting taxes versus the rights of employees — versus 
the rights of taxpayers in the private sector. 

The largest balance of that $70 billion is really from social secu- 
rity withheld by a lot of small businesses who go out — who use the 
trust funds that are withheld from employees’ pay to fund their op- 
eration and then they go out of business. Collecting that money 
from those businesses that are going in and out of business is very 
difficult. They can’t be located. They don’t have any money. They 
have to be pursued. So the traditional methods of collecting funds 
for taxes or the traditional method of collecting funds is exacer- 
bated when we’re talking about the taxpaying public. 

In order to address the problems of collection, Internal Revenue 
Service initiated a tax compliance initiative last year, which I men- 
tioned in my testimony, where the Congress authorized $405 mil- 
lion over 5 years to hire an additional 5,000 folks, so the cost was 
to be $2 billion with a return of $9.2 billion over a 5-year period. 
We’re on our way. We’re ahead of the schedule for collecting those 
funds. 

One of the ways that we’re collecting the funds faster is by con- 
tacting taxpayers telephonically sooner. The procedure that we had 
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in effect was you write, you call, you visit. What we found, of 
course, is that if we call earlier, it cuts down on the number of vis- 
its you have to make, which are expensive, and you get more 
money faster, you find people quicker by making calls earlier. 

In order to make even more calls, you need more technology and 
you need the implementation of the tax system’s modernization ef- 
fort that IRS is trying to implement. The way that, if you were 
really doing it correctly, you would do it as American Express does 
when you don’t pay your bill. The person sits at the screen, calls 
up your bill and says, Tobias, you owe; and Tobias says, I don’t 
really owe that much and the person can look at the bill and know 
it. In the IRS, the person who calls can’t call up the return on the 
screen, so you really can’t have that kind of a conversation because 
the hardware and the software in the Internal Revenue Service is 
so outmoded, it’s 1960’s technology; and the IRS is tr 3 dng to imple- 
ment a system which would give employees the kind of technology 
that’s available in the private sector to be more efficient and to be 
more effective. 

So I don’t think it’s a scandal in the sense that people are neg- 
ligent or maliciously avoiding the collection of debt. I think that 
what you have is a situation where the Internal Revenue Service 
knows what its problems are and is moving to solve them and in 
fact is fulfilling the promises that it has made to Congress to col- 
lect the money. 

Mr. Horn. I’d like staff to put at this point in the record, if it’s 
in existence since the 1960’s, the problem’s been recognized, 20 
years of what has IRS asked for, what has 0MB granted in terms 
of the updating of the computerization? If it’s 10 years, if they were 
still in date 10 years ago, whatever it is, let’s find out what did 
they ask for — IRS, Secretary of the Treasury — what did 0MB ap- 
prove? Did the Treasury appeal it? What did the President send to 
Congress? What did Congress give them? Because I think if that’s 
been known that long, there’s either been some negligent parties 
in the administration, regardless of party — some negligent parties 
in Congress, regardless of p 2 irty, and we might as well lay it out. 

Mr. 'Tobias. I welcome that. 

Mr. Horn. Now, there’s no problem, I take it, for the people at 
the screen to get access to that data. There’s no internal memo- 
randa that prevents the collection side from knowing what that 
taxpayer’s actual 

Mr. Tobias. No. 

Mr. Horn [continuing]. Filing looks like. It isn’t just the amount 
owed, but it is the actual filing they can look at; is that true? 

Mr. Tobias. Right now — no, the answer is no. 

Mr. Horn. No what? 

Mr. Tobias. No. If I’m sitting at a telephone site, calling you 

Mr. Horn. Right. 

Mr. Tobias [continuing]. Saying that you owe $1,000, I can’t pull 
up on my screen your tax return. I can’t do that. The technology 
is not available to the IRS. 

Mr. Horn. I understand the technology. I just want to make sure 
there is no internal regulation that says they are so confidential 
they can’t be accessed by anybody in the IRS. 

Mr. Tobias. No. 
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Mr. Horn. That is not the problem? 

Mr. Tobias. No, that is not the problem. 

Mr. Horn. I just wanted to clarify that. 

Mr. Tobias. No, that’s not the problem. 

Mr. Horn. Now, the General Accounting Office has stated that 
43 of the 50 State governments, 43 were the only ones that replied 
to their survey, used private-sector tax collectors. Any reaction to 
that, what the State government practice is? 

Mr. Tobias. I don’t know why the State government used pri- 
vate-sector collection agencies. What I’m saying is that based on 
our record, based on the cost of collection, based on the dollars col- 
lected, the employees of the Internal Revenue Service can collect 
more at less cost than the private sector. 

And based on — if Congress funds the dollars — right now if, for 
example, the IRS were required to contract out, it would cost a sig- 
nificant sum of money to contract out because of the coordination 
problem that would be required between the IRS and the private 
contractors to collect funds. So it would be an increased — a signifi- 
cant, increased overhead expense to make it possible. So I believe 
that if Congress wants to reduce the amount of debt, it ought to 
fund the compliance initiative, and we’ll reduce the debt as was 
promised last year. 

Mr. Horn. Well, I certainly think you’re probably right when it 
comes to getting back the whole amount owed since the cost of pri- 
vate collection we’ll explore later with some witnesses in that area 
strike me as much higher if you’re saying buying the debt and then 
maybe you collect half of it and keep the other half, whatever. Ob- 
viously, I’d just as soon we collect the whole debt. 

Now, if that means we do it inside, we ought to at least do it as 
far as we can. If we think we’ve got an absolutely hopeless case, 
then it seems to me we ought to turn those over to private collec- 
tors because we’ve given it the college try at the agency level and 
we’ve been unsuccessful. So what is your reaction to that? 

Mr. Tobias. Well, I think that giving it the college try at the 
agency level says we’ve given it the college try at the agency level 
with the funds that Confess has allocated. And if Congress is 
going to allocate some additional funds to collect debt, so, for exam- 
ple, Congress says, well, on this debt of $100 we’re willing to give 
up $50 of revenue collection, give it out to the private sector and 
they can — they’ll give us a portion of whatever they recover, it’s a 
policy decision to give up revenue. 

My belief is that if you cost that out and you say, OK, it makes 
sense to go after that money, it makes sense to collect 50 cents or 
25 cents or whatever you say you think it makes sense to collect, 
and allocating an FTE to do it, you will get more money and it will 
cost less. So it isn’t an issue of can’t we give it the college try but 
rather how much money we want to spend collecting the revenue. 
Do we want to give to it the private sector or do we want to do 
it cheaper, at less cost, by having the Federal Government do it, 
what I describe as the most inherent government function other 
than defense. 

Mr. Horn. Well, I still look at that $70 billion tax debt, and I’m 
sure people have tried to collect it. I’m not completely sure how 
successful they’ve been. That’s why I’m going to hold a hearing on 
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the IRS, because I think it is a disgraceful situation. So we’ll ex- 
plore that. 

I am told you testified that private collection would harm the 
sort of theory that has been prominent for a long time that IRS has 
a very high level of voluntary compliance. I don’t see how that’s 
true. I mean, if private collection can go after the debt when the 
agency’s failed to go after the debt, it seems to me that would wake 
up people that IRS isn’t going to have a $70 billion in tax debt; 
the^re going to get that money in one way or the other. 

Mr. Tobias. What I said, Mr. Chairman, was that I believe that 
the inevitable breaches that will occur with the private sector col- 
lection of debts, if Congress were to authorize that, would have a 
significant adverse impact on the voluntary compliance system. I 
think that the collection of taxes, as I said, is very much an inher- 
ent government function. 

People are very concerned about their taxes and they’re con- 
cerned about privacy. If Congress makes the decision to allow pri- 
vate contractors to collect and there are breaches, I think that it 
will not redound to the detriment of the Congress, but rather to the 
credibility of the Internal Revenue Service; and when that hap- 
pens, voluntary compliance goes down. 

Mr. Horn. Well, I’ll tell you — I just thought I had it with me; I’m 
going to have to put it in the hearing exhibit. But a Los Angeles 
firm is advertising, talk to them, they can get a deal for you with 
IRS. I’m sending that today or some time to the regional director 
in Laguna-Nigal and I’m asking to know every single settlement 
they’ve made because of the activities of that firm. 

To me, that also gets my anger up to see a firm assuring that 
they can make a deal with IRS. That doesn’t seem to confirm the 
theory that we have efficient collection and we have compliance. 

Mr. Tobias. Well, we also know that. 

Mr. Horn. I am told by staff they were former IRS employees, 
which leads to further problems. 

Mr. Tobias. Well, we certainly know the first amendment pro- 
tects anybody to say an 5 dhing they want in an ad in the news- 
paper. That doesn’t make it true, and I don’t think it is — ought be 
considered evidence to confirm anything other than people can put 
whatever they want in the newspaper. 

Mr. Horn. Well, it just seems to me you’ve got a problem of ad- 
vertising that the attorney general in California might well be in- 
terested in in terms of false claims or whatever. 

Mr. Tobias. Certainly true. 

Mr. Horn. And we will pursue all of those with that bunch. 

Anyhow, I just don’t see the logic that it is affecting voluntary 
compliance. It just seems to me whatever method of enforcement 
you have, be it public or private, that’s what assures voluntary 
compliance because they know you’re serious. When people read 
about $70 billion in tax debt, they obviously don’t think you’re seri- 
ous, $70 billion hasn’t been paid. 

Major Owens mentions his situation in New York; I’m sympa- 
thetic with that. If the average little guy is being picked on, why 
aren’t some of the big guys? And that’s what gets to me, too. 

Well, any other questions? 
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Mr. Owens. Mr. Tobias, is there a histoiy of your union submit- 
ting proposals or making proposals for the improvement of the IRS 
debt collection procedure? 

Mr. Tobias. Every year. Every year in the context of the appro- 
priations process we submit testimony on how the debt collection 
process can and should be improved, every single year, and have 
for the last 15 years. 

Mr. Owens. Do most of these recommendations involve new tech- 
nology? 

Mr. Tobias. It is a combination of technology and people, yes. 

Mr. Owens. And more people? 

Mr. Tobias. It’s both. You can’t just hire more people with the 
current system. You’ve got to have more technology. You have to 
have systems which image returns. You have to have systems 
which allow returns to come up on the screen. You have to have 
the technology which allows the returns to be analyzed so that 
those that are most likely to yield dollars will be attacked first. So 
it’s a combination of technology and people. 

Mr. Owens. During the Reagan administration, there was a — one 
official, I forget who it was, who issued a statement that — maybe 
it was George Bush himself. Bush, later on, go after the little guys 
because you know you can get the money from them. It takes a 
long time to get money from corporations because they have law- 
yers and accountants and they can evade. Always go after the little 
guys first. So your statement that technology will enable you to de- 
termine what is collectible doesn’t sit well with me. 

But let’s move on to another point. The debt, do you have any 
idea, the national — of the $70 billion, you just mentioned that a lot 
of it is money collected by small businesses that go out of busi- 
ness — ^businesses, not small businesses, businesses that go out of 
business; and then you have no way to find them and collect the 
money. What else do you know about that $70 billion in debt? 

Mr. Tobias. I don’t have a current breakdown of the debt. 

Mr. Owens. Is it profiled to the public? 

Mr. Tobias. It is. It is profiled to the public. 

Mr. Owens. How much corporations owe? 

Mr. Tobias. Yes. The Internal Revenue Service can give you that 
virtually up to the minute. 

Mr. Owens. You don’t know what is corporate debt? 

Mr. Tobias. I don’t know and I didn’t bring it with me this morn- 
ing, but it is available. 

Mr. Owens. Do you have any idea how the members of your 
union, their salaries, compare with the counterparts in private in- 
dustry debt collection operations? 

Mr. Tobias. It depends — the answer is no. 

There was some testimony at the appropriation — in the Appro- 
priations Committee by some private-sector debt collection agency 
persons who described low-paid people collecting vast sums of 
money. The Internal Revenue Service has a whole range of people 
who do collection activities from the lower-grade people, who do ba- 
sically telephonic inquiries, people who do basic research to find 
out where somebody might have money secreted, to higher paid 
people who actually go out and meet a taxpayer face to face. So my 
belief is, at the lower range, the private-sector people are paying 
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about the same as the Internal Revenue Service is at the lower 
range. But private sector people don’t employ those to go outside 
of the office and engage in face-to-face discussions, so those folks 
receive more pay. 

Mr. Owens. I suppose Federal law prohibits any incentives or bo- 
nuses, any kind of relationship between the work and the pay? 

Mr. Tobias. The taxpayer bill of rights prohibits that, that’s cor- 
rect. And I point out in my testimony that those kinds of measure- 
ments and those kinds of incentives are precisely how the private 
sector measures its progress and rewards its employees, which is 
directly contrary to the way Congress has decided the Internal Rev- 
enue Service ought to collect taxes. 

Mr. Owens. I know you’re not an engineer, a software engineer. 
Do you have any idea how long would it take to upgrade and mod- 
ernize the technology in the IRS? I’m asking the question because 
my next question would be, would you support some kind of tem- 
porary situation where the private sector is given an opportunity 
to prove whether or not it can do a good job in collecting? Not just 
prove it, but a period where, of necessity, we allow it to be collected 
by private agencies which may have better technology, while the 
IRS is upgrading and catching up with the private sector in terms 
of technology? \^^at do you think? 

Mr. Tobias. No, I wouldn’t, because I believe that even without 
the technology, if you do a cost comparison, do it up front, we’ll do 
it better and we’ll do it cheaper. 

Mr. Owens. There are no cost comparisons now? 

Mr. Tobias. No, there aren’t. 'There are no studies in existence 
now that would compare the cost of what it would cost the Internal 
Revenue Service to have a private contractor doing this kind of 
work, because it’s not cost free. The overhead costs are quite sig- 
nificant of monitoring, of handoff, of coordination, and that’s all 
money lost that — if you were spending that same amount of money 
on a Federal employee doing the work, you wouldn’t have that 
overhead. 

But there are no cost comparisons that have been done to date. 

Mr. Owens. Do you have any idea how long — if Congress were 
to give the IRS the money it needs, it would take to update the 
technology? 

Mr. Tobias. The IRS has been attempting, has been spending 
money to update the technology for the last 3 years. Their plan to 
implement the technology that’s needed — well, they’re doing it all 
along. They’re implementing technology all along. 

For example, right now they’re rolling out something called the 
integrated collection system, which is a hardware-software program 
available to revenue officers. 'Those are the people who go out and 
collect the taxes. This technology has improved productivity in the 
three places where it has been produced by 35 percent, and it al- 
lows revenue officers to increase the amount of inventory that they 
can manage by 50 percent. So the technology, the full implementa- 
tion of the technology isn’t till the year 2001, but stuff is coming 
on line all the time, and there’s an example of one of the collection 
programs that’s coming on line now. 

Mr. Owens. My final question, how many more people do you 
think they need for this kind of operation? 
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Mr. Tobias. Well, Congress authorized an additional 5,000 last 
year, and we hired ’em, we trained ’em. We promised that we’d 
produce $9.2 billion over 5 years; and now the Senate has zeroed 
that out, and the House cut it from 405 to 286. So here we have 
a program where we’ve trained people, we’ve hired people, we’re 
out there collecting the revenue as promised, and Congress cuts the 
funds by more than half. I think that’s unwise. 

Mr. Owens. Thank you. 

Mr. Tobias. Thank you very much. 

Mr. Horn. I thank the gentleman and his staff. 

Mr. Tobias. Thank you very much, Mr. Chairman. 

Mr. Horn. If we have any other questions, we might send them 
some. If we do, if you wouldn’t mind replying, we would be grateful 
to put them in the record. We thank you for your testimony. If the 
next panel would come forward. 

If you would rise, if we have got everybody — there we have Mr. 
Gillespie, Mr. Tracey, Mr. Bernstein and Mr. Sale — if you would 
raise your right hand. 

[Witnesses sworn.] 

Mr. Horn. All four witnesses affirm. 

STATEMENTS OF THOMAS GILLESPIE, PRESIDENT, NATIONAL 
CREDIT MANAGEMENT COUP., BALTIMORE, MD; STEPHEN 
SALE, PRINCIPAL, SALE, QUINN, DEESE AND WEISS, WASH- 
INGTON, DC; JAMES TRACEY, CHIEF EXECUTIVE OFFICER, 
DIVERSIFIED COLLECTION SERVICES, INC., SAN LEANDRO, 
CA; AND ROBERT BERNSTEIN, PRESIDENT, COMMERCIAL 
LAW LEAGUE, WASHINGTON, DC 

Mr. Horn. Just a minute, gentlemen. What we’ll do, we have a 
vote on the floor; we have 15 minutes in which to vote. We will 
start with the first 5-minute presentation. I believe there is one 
presentation; is that not correct? Is that Mr. Gillespie’s? 

Mr. Gillespie. Yes, Mr. Chairman. 

Mr. Horn. You’re going to make the presentation. Then the oth- 
ers will have other things to add to that. But I take it it is not for- 
mal statements. 

Is that correct, staff? OK. 

Let us start with Mr. Gillespie then, president of the National 
Credit Management Corp., Baltimore, MD. Then we will break for 
a recess of perhaps 15, 20 minutes so those of us here can vote. 
And I will return, and we will then have the questioning of the wit- 
nesses. 

So, Mr. Gillespie, please proceed. 

Mr. Gillespie. Thank you, Mr. Chairman. 

Chairman Horn, members of the subcommittee, my name is 
Thomas F. Gillespie Jr. I am president of National Credit Manage- 
ment Corp., a financial services firm headquartered in suburban 
Baltimore, MD. We are one of the State tax collectors you talked 
about, Mr. Chairman. I am appearing today representing the 
American Collectors Association, a trade association of some 5,700 
collection firms. All of the other witnesses this morning are also 
members of the ACA, and this statement is submitted on behalf of 
this entire panel, although I do believe there is someone here from 
the Commercial Law League as well. 
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Mr. Chairman, ACA applauds you for introducing H.R. 2234 and 
for the prompt hearings you are holding on this much-needed legis- 
lation. “Prompt” is a very important word in debt collection. In fact, 
the longer a debt is allowed to remain unpained, the less likely re- 
covery becomes. A study done by ACA shows that for private ac- 
counts placed with collection firms, 53 percent of the accounts that 
were turned over within the first 30 days of delinquency achieved 
positive collection results. 

From the table attached to my testimony, you can see that as 
time passes, accounts get less collectible and as an account reaches 
its first year of delinquency anniversary, the collection rate drops 
below 10 percent, and after 14 months, only 47 percent of the debts 
will be collected. 

Unfortunately, Mr. Chairman, the Federal Government in many 
cases has not acted in a prompt manner in pursuing its debts. At 
the end of last year, according to the Department of Treasury fig- 
ures, the U.S. Government was owed total nontax debts of $48.7 
billion. That in itself is shocking, but what is even more shocking 
is that $34.5 billion is more than 1-year-old, and another $5.9 bil- 
lion is from 6 months to 1 year delinquent. 

Mr. Horn. I regret I’m going to have to interrupt. I just got word 
I have a recorded vote in the Transportation and Infrastructure 
Committee that I must respond to. That’s the problem with jug- 
gling hearings. 

We’ll take a recess for 20 minutes and pick up. So relax for 20 
minutes, please. 

[Recess.] 

Mr. Horn. The hearing will resume. Mr. Gillespie, please pick up 
where you let off. 

Mr. Gillespie. Previously, Mr. Chairman, we were talking about 
the amount of nontax debt owed to the Federal Government. The 
$48.7 billion is shocking but what is even more shocking is that 
$34.5 billion is more than 1 year old and $5.9 billion is from 6 
months to 1 year delinquent. If all of the $48.7 billion had been 
turned over to private collection firms on the day it became delin- 
quent, statistics show that $25.8 billion would have been collected. 
So you can see, Mr. Chairman, why the word “prompt” is so impor- 
tant. The old saying, “Time is money,” was never more appropriate 
than in connection with today’s hearing. 

Private collection firms currently collect for some 20 Federal Gov- 
ernment agencies. Since 1982 these firms have collected more than 
$700 million for the Department of Education alone. Two years 
ago, my firm. National Credit Management Corp., won a Federal 
Government contract in competitive bidding from the General Serv- 
ices Administration to provide a demand letter service to govern- 
ment agencies. A demand letter takes place at the first stage of col- 
lection. The contract called for NCMC to send letters in the name 
of the government agency asking for prompt payment of the debt. 
My company would produce the letters with envelopes and first- 
class postage for a fee of 54 cents per letter. 

With postage currently running at 32 cents, you can see we had 
a small profit margin. Several years ago a study was done by the 
government that shows it costs $4 for the government to produce 
one letter. This includes personnel cost, equipment and stationary. 
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I’m sure it is higher now. Even using the $4 figure, the contract 
would save the government $3.46 on each letter. 

During the past 2 years, my company has not been able to get 
a single government agency to use this contract. We have not yet 
been asked to produce our first demand. 

In today’s testimony, Mr. Tobias said that the government can do 
it cheaper. I find that hard to believe, based on the fact that when 
collection firms get paid, they generally get results. Government 
employees get paid regardless. I’d like to bring to your attention in 
the September 11th issue of Business Week it says that the IRS 
indicated to the government that it could get $3 out of every $1 it 
spent if it was given additional funding. That equates to a 33 per- 
cent fee. I am sure that the collectors in this room and the Amer- 
ican Collectors Association and the 5,700 firms we represent would 
agree that in the private sector today you’re getting overcharged 
for the results that you’re getting. That is a very high rate in to- 
day’s economy. 

Let me turn to uncollected tax debt. ACA is pleased, Mr. Chair- 
man, you included tax debt in H.R. 2234. I wish I knew how much 
tax debt is owed. Last year at this time the operative figure was 
$110 billion. Today the amount, we are told, is $60 billion. Does 
that mean in the last 12 months we collected $50 billion? Not at 
all. The Office of Management and Budget deemed the $50 billion 
uncollectible, as we heard here today, and would no longer allow 
the IRS to cariy it on their books. Even 0MB is not sure how much 
money is owed the IRS. 

For the last 3 years the GAO has attempted to conduct an audit 
of the IRS, but has been unable to complete the job because the 
IRS books aren’t in the best of shape. Since 1990 the IRS was given 
$750 for additional enforcement and here we are still waiting. 

Can we afford to give up $50 billion because the IRS won’t use 
outside collectors? This is a question Congress must answer. Every 
time the IRS has raised objections, including privacy concerns, to 
using outside collection firms, the American Collectors Association 
has answered those objections. The Fair Debt Collection Practices 
Act prohibits collectors from disclosing debt information from a 
third party. In addition, the IRS could write any privacy restric- 
tions it desires into outside collection contracts. 

It is strange that the IRS should raise privacy concerns about 
outside collectors since we heard this morning that there were 
1,300 IRS employees who were investigated for snooping into tax- 
payer records. On the other hand, ACA knows of no privacy com- 
plaints against outside collection firms working now for the Federal 
Government. 

Why do outside collection firms get better results than in-house 
government collectors? Private firms use state-of-the-art technology 
and professionally trained people to achieve their goals. These tech- 
nology resources and trained individuals can both locate and moti- 
vate people to satisfy their obligations or to resolve them if there 
is a legitimate dispute preventing the debtor from satisfying the 
debt. Compare this to the IRS which again we heard this morning, 
according to the GAO, is still using 1960’s technology. We in the 
collection business have 1990’s technology to apply to this problem 
Immediately. 
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Mr. Chairman, the ACA strongly endorses H.R. 2234. We do 
have several comments to offer about the legislation. As with the 
current practice in the private sector, it is important that govern- 
ment collections be centralized in a single entity for better control 
and accountability. The FMS of the Treasury would serve well in 
this capacity. Delinquent debt should be turned over to collection 
firms as soon as other remedies made available under the legisla- 
tion like offset have been exhausted. As is currently written, there 
is no requirement that Treasury or any other agency use outside 
collection firms. The ACA believes that private collection firms 
should be required at the appropriate time period. 

H.R. 2234 would restrict the Justice Department collections to 
private attorneys. Such a restriction eliminates thousands of collec- 
tion firms who do not qualify as private attorneys. If the goal of 
this legislation is to increase government collections, why then 
eliminate the top professionals in the field? Collection firms cur- 
rently are collecting both criminal and civil fines and penalties in 
a number of States with success. Under the current Justice Depart- 
ment system, a lawyer in practice for only 1 day with no support- 
ing infrastructure could respond to the Justice Department’s re- 
quest for proposal, while the largest and most sophisticated collec- 
tion firms would be prohibited from responding. 

In addition, the government has not shown an inclination to use 
smaller collection firms. The legislation should remove size as a 
contracting consideration. Companies that can show the ability to 
handle the scope of the contract and have the financial soundness 
to meet the contract criteria should be considered regardless of 
size. Such a provision could have the potential of creating thou- 
sands of new jobs in small business throughout the country. 

In closing, Mr. Chairman, the American Collectors Association 
recommends that the Federal Government use the many resources 
of the private sector in the collection of delinquent accounts. 

Thank you. My fellow panel members and I would be happy to 
answer your questions. 

[The prepared statements of Mr. Gillespie, Mr. Sale, Mr. Tracey 
and Mr. Bernstein follow:] 
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Testimony of the Amezlcen Collector's Association 
Before the Subcommittee on Government Management, Information and 

Technology 

of the Committee on Government Reform and Oversight 
Friday, September 8, 1995 

Presented by Thomas Gillespie 

Chairman Horn, Mrs. Maloney, members o£ the Subcommittee, I am Thomas F. 
Gillespie, Jr. President of National Credit Management Corporation, a 
financial services firm headquartered in suburban Baltimore, Mari^land. My 
company specializes in accounts receivable management, particularly 
collections. We are pleased to count among our clients numerous state 
governments. We are also a vendor to the Federal Government for collection- 
related services. I am appearing today representing the American Collectors 
.Assn., a trade association of some 3,700 member collection firms. All of 
the other witnesses at the table this morning are members of ACA and this 
statement is submitted on behalf of this entire panel. 

ACA has a large and diverse membership, comprised of both large and small 
businesses. Our industry is regulated by the Fair Debt Collections Practices 
Act (FDCPA) as well as by more stringent regulations in many States. ACA's 
membership, as citizens and taxpayers, finds it particularly frustrating that 
the Federal Government has been slow to utilize proven systems to increase 
its cash flow and reduce costs. 

Mr. Chairman, ACA applauds you for introducing H. R. 2234 and your planned 
changes and for the prompt hearings you are holding on this much needed 
legislation. Prompt is a very important word in the debt collection 
profession. The longer a debt is allowed to remain unpaid, the less likely 
recovery becomes. There is a direct correlation between the time a debt is 
turned over for collection to a debt collector and the amount of dollars 
recovered. A study done by ACA shows that for private accounts placed with 
collectors, 53% of the accounts that were turned over within the first 
thirty days of delinquency achieved positive collection results. From the 
table attached to my testimony you can see that for each month chat passes 
Che recovery decreases dramatically. When the account passes its first year 
delinquency anniversary, Che collection rate drops to 10% and after 14 months 
only four percent of Che debts will be collected. 

Unfortunately, the Federal Government in many cases, has not acted in a 
prompt manner in pursuing debtors. At the end of 1994, according to 
Department of Treasury figures. Che. Government was owed non-tax debts of 
$48.7 billion. That in itself is shocking but what is even more shocking is 
'“hat $34.5 billion is more chan a year old and another $5.9 billion is from 
SIX months to one year delinquent. No business could keep its doors open 
with that type of account receivable problem and regulators would close any 
type of financial institution with collection problems of that magnitude. If 
all of the $48.7 billion owed the Government had been turned over to private 
collection firms on the day it became delinquent, statistics tell us that 
$25.8 billion would have been collected- But because of delay, lack of 
legislative authority or in some cases a reluctance to use private collection 
firms, it now appears that of the $34.5 billion debt that is more chan a year 
old, a return of at best, $3.45 billion can be expected and every day 
private collection firms are not used, the $3.45 billion figure shrinks. 
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So you can see, Mr. Chairman, why the word prompt is so important. The old 
saying, "Time is Money," was never more appropriate than in connection with 
today's hearing. This legislation should require that debt be placed with 
private collection agencies as soon as all disputes surrounding the debt are 
resolved. 

Private collection firms are currently collecting for some 20 Federal 
Government agencies. Since 1982, these firms have collected more than $700 
million for the Department of Education alone. H. R. would expand outside 
collection authority to all agencies and ACA strongly supports that move. 

There is another factor that limits Government collection by private 
firms. There are some in the Government, for whatever reason, that do not 
want to turn over ainy Government work to private concerns. That reluctance is 
costing American taxpayers billions of dollars a year and is one reason why 
Members of Congress are being forced to make difficult decisions on 
Government budgets. As a private citizen, I cannot help but wonder, how much 
easier your job would be if you had a large portion of the $48 billion in 
delinquent tax debt to work with. 

If I may be permitted a personal observation concerning the reluctance to use 
outside collectors. Two years ago. my firm. National Credit Management 
Corporation won a contract, in competitive bidding, from the General Services 
^administration, to provide demand letter service to Government agencies. A 
demand letter is sent in the first stages of collection. The contract 
called for NCMC to send letters, in the name of the Government agency, asking 
for payment of the debt. My company would produce the letters, with 
envelopes and provide first class postage for a fee of 54 cents a letter. 
With postage currently running 32 cents a letter, you can see we had a small 
profit margin. Several years ago, a study was done that showed it cost $4 
for the Government to produce one letter. That includes, personnel costs, 
equipment and stationery. I am sure the cost is higher now. 

Even using the 34 figure, the contract would save the Government $3.46 on 
each letter. During the past two years my company has not been able to get a 
single Government agency to use this cost savings service. We have not been 
asked to produce the first demand letter. With option years, that contract 
expires in 1997. We currently do not hold much hope of obtaining any 
business under this contract, based on the past two years experience, it is 
very disheartening to think that the Government would incur costs in 
establishing such a money saving contract and then let it sit unused. 
This was our firm's first government contract and we invested hundreds of 
manhours in preparation of Che proposal. I'm sure far more time was spent on 
the government's end reviewing the many responses like National Credit's to 
its Request for Proposal--all time spent for naught, at this point If the 
Government was doing a good job of collecting debt, I would not be as 
concerned about my contract but with more than $48 billion in past due non- 
tax debts on the books, I am deeply disturbed and so should every taxpayer in 
this country. 
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Let me now turn to the uncollected tax debt situation. ACA is pleased, Mr. 
Chairman that you have included tax debt in H. R. 2234 . Earlier this year, 
the House passed appropriation's legislation directing the Internal Revenue 
Service to conduct a test program using private collection agencies to 
collect delinquent tax debt. A similar provision passed both subcommittee 
and the full Appropriations Committee in the Senate but when the legislation 
was on the Senate floor, the IRS Commissioner wrote the Senate, objecting to 
the provision, on the grounds it was not needed, and that section was dropped 
from the bill. ACA hopes that the pilot program is kept in the legislation 
by a conference committee. 

It would appear, at first blush, that if IRS says it is not necessary to use 
outside collectors, that the agency was doing a good job of collecting 
delinquent taxes. That is not the case. I wish we knew exactly how much tax 
debt is delinquent and owed the IRS. Last year at this time, the operative 
figure was $110 billion. Today, we are told the amount is $60 billion. Does 
that mean that in the last 12 months IRS collected $50 billion? Not at 
all. The Office of Management and Budget deemed the $50 billion uncollectable 
and would no longer allow IRS to carry that balance on its books. Even 0MB 
is not certain how much money is owned IRS- For the last three years, the 
General Accounting Office has attempted to conduct an audit of IRS but has 
been unable to complete the job because the IRS's books are not in the best 
of shape. Can we afford to give up $50 billion or more of tax debt because 
the IRS won't use outside collectors? That is a question that Congress must 
answer. 

Two years ago. Congress gave IRS millions of dollars to conduct a test 
program using outside collectors. What did the agency do? After receiving 
600 requests from collection firms asking to bid on the contract, the agency 
pulled the plug on the test and spent the money in another area. 

Every time IRS has raised an objection to using outside collectors, ACA has 
answered that objection. For example. IRS Commissioner Margaret Richardson 
wrote Sen. David Pryor recently stating that if the agency was forced to use 
outside collectors it would raise privacy concerns. There is no basis for 
the Commissioner's concern about collectors invading taxpayers' privacy. 
Under the Fair Debt Collection Practices Act (FDCPA) collectors are 
prohibited from disclosing debt information to a third party. In addition, 
the IRS could write any type of privacy restrictions it desires into outside 
collection contracts. Collectors don't want access to taxpayer records. 
They simply want basic information such as amount of debt, address and phone 
numbers, It is strange that the IRS should raise privacy concerns about 
outside collectors. Last year. 1,300 IRS employees were investigated for 
snooping into taxpayer records. To my knowledge, no information has been 
provided as to what happened to those employees . 
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On the other hand, ACA knows of no privacy complaints against outside 
collectors working for the Federal Government agencies . Private collectors are 
handling delinquent income tax accounts in more than 30 states and are 
collecting other types of taxes and fees such as parking fines, lottery 
receipts and sales taxes, in every state in the country. Privacy issues have 
not been a problem with those collections. 

IRS also uses the Taxpayer Bill of Rights as another reason why outside 
collectors should not be used. ACA certainly respects the rights of taxpayers 
but with rights come responsibilities. Delinquent taxpayer owe the 
Government billions of dollars. Shouldn't our concern be for the rights of 
taxpayers who pay their taxes on time and carry the additional burden for the 
ones who are delinquent? ACA feels that the Fair Debt Collection Practices 
Act provides broad and adequate protection for taxpayers. The Act prohibits 
collectors from engaging in any deceptive or harassing tactics. It prohibits 
discussing debts with a third-party. It is a strong and effective measure to 
protect taxpayers. 

A logical question in this discussion is why outside collectors get better 
results than in-house Government collectors? There are a number of reasons. 
Private firms utilize state-of-the art technology and professionally trained 
people to achieve their goals. These technological resources and trained 
personnel, can both locate and motivate people to satisfy their obligations 
or to resolve them if there is a legitimate dispute preventing the debtor 
from satisfying the debt. Compare this to the IRS which the GAO has 
stated in Congressional testimony is still using 1950s and 60s collection 
practices . 

Mr. Chairman, ACA strongly endorses H. R. 2234. We do have several comments 
to offer about the legislation. 

It is important that Government collections be centralized in a single entity 
for better control and accountability, as with the current practice in the 
private sector, The Financial Management Service of Che Treasury would serve 
well in this capacity. Agencies wishing to operate their own centers, 
should be allowed, to do so only with permission from Treasury and with 
appropriate oversight. 

To maximize result for Che Government, delinquent debt should be turned over 
to private collectors as soon as any other remedies made available under this 
legislation, i. e. offset, are exhausted. This is a standard practice in 
many state's and private sector companies using outside collection services 

As currently written, there is no requirement Chat Treasury or any agency use 
outside collectors, ACA believes chat private collectors should be required 
at Che appropriate time period. 
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We commend the Justice Department for actively seeking help from outside 
collectors and we note chat the Department's outside collection efforts are 
further enhance in this legislation. However, Justice has limited its 
outside collection to "private attorneys" and that same limitation is 
contained in H. R. 2234. Such restrictions eliminate thousands of collection 
agencies who do not qualify as private attorneys. If Che goal of this 
legislation is to increase Government collections, why then eliminate the cop 
pi ofess Lonals in this field? Collection firms currently are collecting both 
criminal and civil fines and penalties in a number of states with success, 
"nder '.he current Justice Department system, a lawyer in practice for only 
c ne day, with no supporting infrastructure, could respond to the Justice 
Department's request for proposal (RFP) while the largest and most respected 
collection companies would be prohibited from responding. 

In establishing contracts for outside collectors, the legislation should 
require that contracts similar to those issued by the Department of Education 
be standard. The Education Department is the largest private outsourcing 
agency in the Government. It has performance based contracts that reward 
those companies that do the best collection job with increased volume and 
cash bonuses. Contract payments should be made on a contingency fee basis. 
In addition, the Government has not shown an inclination to use smaller 
collection companies. The legislation should remove firm size as a 
contracting consideration. Conpanies that can show the ability to handle the 
scope of the contract and have the financial soundness to meet contract 
criteria should be considered, regardless of size. Such a provision could 
have the potential of creating thousands of new jobs in small businesses 
across the country. 

In closing, Mr. Chairman, the ACA recommends that the Federal Government use 
the many resources in the collection of delinquent accounts available to it 
in the private sector . Not only will this achieve rapid economic benefits 
for the government and taxpayers, it will get the job done, protecting 
individual privacy, as required by existing laws and generating substantially 
improved cash flows to allow government to run better and do more for its 
citizens. H. R.2234 is a major step in the right direction . Thank you. My 
fellow panel members and myself would be pleased to answer any questions. 
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UNITED STATES OF AMERICA 
HOUSE OF REPRESENTATIVES 
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT 
SUBCOMMITTEE ON 

GOVERNMENT MANAGEMENT, INFORMATION AND TECHNOLOGY 


Good morning, Mr. Chairman and Members of Che Committee: 

My name is Stephen Sale. I greatly appreciate the Chairman's 
invitation to appear here today to support - the compelling 
legislative proposals under consideration by the Committee. These 
measures not only will reduce Che federal deficit, but also will 
mandate sound fiscal practices in Che management of ever-growing 
federal credit and delinquent debt. 

I am with the law firm of Sale, Quinn, Deese & Weiss. Since 
1982, I have represented, in Washington, CSC Credit Services, Inc. 
("CSC"), and a private collection agency {"PCA") acquired by CSC. 
In this capacity, I supported Che enactment and amendment of the 
Federal Debt Collection Act of 1982 ("Debt Collection Act") . 

On many occasions, I have provided debt collection training at 
seminars for all federal agencies sponsored by the Finanoial 
Management Service of the Department of the Treasury, as well as 
single-agency debt collection training for the Executive Office of 
Che United States Attorneys. 

I commend the Subcommittee Members and Staff for assembling, 
for inclusion in legislation, a wide range of collection measures 
that have proven effective in the private and in the public sector 
throughout many years of experience with those measures . 

Effectiveness of Debt Collection Tools . 

With the enactment of the Federal Debt Collection Act of 1982 
("Debt Collection Act"), Congress gave federal agencies the 
authority to report delinquent debtors to credit bureaus; to engage 
in tax refund, federal employee salary and other administrative 
offset; and to contract with PCAs for recovery of delinquent 
federal debts. In 1983, Congress improved the Debt Collection Aot 
by amendment allowing Federal agencies to pay PCAs' contingent fees 
from amounts collected without- an appropriation. Payment of PCAs 
from appropriated funds would have delayed collections, and would 
have stopped collections altogether if an agency reached the level 
of its appropriation for payment of PCA fees. 

In 1984, Congress further amended the Debt Collection Aot to 
allow contracting with private attorneys to collect delinquent 
debts through litigation. Obviously, the Department of Justice and 
retained private attorneys should sue delinquent debtors with 
assets, income or both, but who refuse to pay. The measures under 
consideration by the Committee have the added benefit of avoiding 
further congestion of our courts, however, by allowing 
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adrainiscrative recovery of delinquent debt in the large majority of 
cases . 

r.ack of Consistent Success under the Debt Collection Act . 

The federal collection initiative to date remains ineffective. 
The Debt Collection Act provides many of the tools necessary for 
Federal collection, but Congress has not required use of these 
tools. For several large federal creditor agencies, Congress has 
actually precluded use of the effective collection tools provided 
by the Debt Collection Act. Because the collection tools are not 
mandatory and their use is in many cases precluded, the Office of 
Management and Budget and FMS have threatened, cajoled, pleaded, 
and supported federal agencies in the improvement of their 
collection efforts with limited success. Only a handful of federal 
agencies make use of credit bureau reporting, tax refund, federal 
salary and other administrative offset, debt placement with PCAs, 
and referral for litigation, and some agencies use none of these 
tools . 

In the absence of consistent and comprehensive collection 
efforts, delinquent federal non-tax debt grew to $50 billion at the 
end of Fiscal Year 1994 from $44 billion at the end of Fiscal Year 
1993. Thus, non-tax delinquency grew 13.6% despite the $B billion 
write-off in Fiscal Year 1993. If new delinquency and write-offs 
are added, non-tax delinquency grew by $14 billion, or almost one- 
third of the total. 

In the private sector, virtually no debt would be written off 
and closed out until collection has at least been attempted by 
placement with a private collection agency. Unfortunately, this is 
not the case with Che Federal Government . Excluding Department of 
Education ("ED") debt (which is placed with PCAs), federal debt 
placements with PCAs from 1988 to 1993 amounted to only $7.8 
billion of $34.6 billion. Most of this $7.8 billion was placed 
with two PCAs in succession (when Che first PCA could not recover 
the full delinquent balance) , resulting in double-counting. When 
this double-counting is eliminated, only $4.4 billion, or 12.8%, is 
ever placed with a PCA. Because write-offs during these five years 
approximate total delinquent debt at the end of the period, the 
percentage placed with PCAs is overstated by about a factor of two. 
No retail or other private sector business would long remain in 
business if it wrote off 94% of its bad debt without ever even 
attempting recovery through use of a private collection agency. As 
discussed below, PCA placement of non-tax debt by agencies other 
than ED has actually declined since 1993. 

In contrast to other Federal agencies, ED places 100% of 
unresolved defaulted student loan debt with PCAs shortly after ED 
receives these accounts . ED has also sought and received from 
Congress additional tools for effective debt collection beyond 
those provided by the Debt Collection Act. For student -related 
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debt, Congress eliminated the statute of limitations. Most other 
debts are subject to a six-year statute of limitations under 28 
U.S.C. § 2415, or to differing limitation periods under the 
programmatic legislation generating the delinquent debt. 

Congr.as has also eliminated the discharge of student - related 
debt in bar.xruptcy, except where the debt was in default at least 
seven years before the bankruptcy, or where the debtor establishes 
undue hardship in the absence of discharge. 11 U.S.C. § 523(a) (8) . 

Finally, Congress has allowed non- judicial, administrative 
garnishment of the wages and salaries of defaulted student loan 
debtors. 20 U.S.C. § 1095a. Delinquent debtors contesting 
administrative wage garnishment by ED are entitled to a hearing, as 
are debtors contesting tax refund, federal salary or other 
administrative (in the rare instance where identified) offset, or 
credit bureau reporting under the Debt Collection Act. Federal 
agencies have long provided fair, impartial administrative 
hearings, and the debtor generally may seek judicial review of Che 
administrative decision. Based on historical experience, judicial 
review is sought in very few cases. 

ED'S Success from Maximizing Use of Remedies Given bv Congress . 

The success of ED and its PCAs demonstrates the effectiveness 
of the tools given ED for debt collection, and the dedication of ED 
officials using those tools to maximize collections. Even before 
enactment of Che Debt Collection Act, ED began PCA placement of 
every unresolved account under separate authority provided by 
amendments to the Higher Education Act. Throughout the Eighties, 
ED achieved an average recovery of 8.76% on each account placement 
with a PCA. This recovery per placement is greatly magnified 
because ED places each account, on the average, with three 
different PCAs in succession. 

Thus, ED recovers 20-25% of its portfolio by use of PCAs. 
This recovery ratio is all the more remarkable because ED'S due 
diligence regulations generally require schools, lenders and 
guarantee agencies to refer student loans to PCAs for cure of 
delinquent amounts and collection of defaulted amounts. PCA 
recovery at the school, lender and guarantee agency level is not 
included in ED'S 20-25% recovery ratio. 

PCA collections for ED, schools, lenders, and guarantee 
agencies are augmented substantially by tax refund, federal salary 
and administrative offset and, increasingly, by administrative wage 
garnishment. ED is likewise leveraging the effectiveness of 
administrative wage garnishment by enlisting PCAs' assistance to 
locate debtors and their employment, and to contact the debtors 
regarding garnishment. It is reported that as many as 50% of ED 
debtors selected for administrative wage garnishment have instead 
decided to repay the defaulted loan voluntarily. 
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I have prepared opinion letters to CSC regarding the tools and 
remedies available to ED. When provided with these opinion letters 
by CSC, attorneys retained by ED debtors initially tend to be 
incredulous over the scope of ED'S legal remedies, but the vast 
majority of these attorneys advise their clients to make payment 
arrangements when confronted with the statutory basis for ED'S 
collection remedies. 

Government -Wide Duplication of ED'S Results . 

0MB and FMS have strived Government -wide to duplicate ED'S 
successful results. 0MB and FMS continue to be frustrated, 
however, by roadblocks to collection and by a lack of incentives 
for collections at other agencies. 

The roadblocks include legal restrictions on the use of 
collection agencies by the Social Security Administration and by 
the United States Customs Service. Annual appropriations riders 
have precluded administrative offset or PCA collection of 
delinquent debts to the Farmers Home Administration, which has now 
been split into Che Rural Housing and Community Development Service 
and the Farm Credit Service. 

Another major impediment to collections is the lack of 
incentives to federal creditor agencies... Each agency is committed 
to Che program that generates Che delinquent debt. Federal 
agencies have traditionally viewed themselves as dispensers of 
federal favors, however, rather than as collectors. An agency is 
concerned lest collection attempts rile a constituent group served 
by an agency program, the reaction of which could have the perverse 
effect of undermining program support. 

Further, as budgets are squeezed, federal agencies feel 
compelled to devote an increasing share of resources Co the program 
mission. AC present, collections generally must be returned to the 
General Fund of Che Treasury. Agencies are understandably 
reluctant to sacrifice program funds to collect delinquent debts, 
and thereby to risk aggravating agency program constituents, when 
amounts recovered cannot even be used to fund agency collection 
costs . 

Agency fears, of significant program constituent complaints, 
have never proven valid. Throughout the 15 -year history of federal 
PCA contracting, PCAs have demonstrated that they can collect 
delinquent federal receivables with Che sensitivity required by the 
creditor agency. CSC has recovered Black Lung Program 
overpayments, and VA home loan non- judicial mortgage foreclosure 
deficiencies with a minuscule level of complaints. 

Although aggregate collections outside the Department of 
Education have been disappointing, numerous federal agencies have 
demonstrated that substantial collections are possible. For 
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example, the Department of Veterans Affairs vigorously collects 
non-judicial mortgage foreclosure deficiencies through internal 
collection efforts, tax refund, federal salary and administrative 
offset, and first and second placement with PCAs . 

After VA's internal collection efforts have been exhausted, 
PCAs manage to recover about 3% of these deficiencies for VA. 
While this may sound like a low recovery rate, we must remember 
that the debtor has lost his or her home, and the average debt is 
around $16,000. Even in Chose cases where the debtor can pay 
something, the debtor is likely to react to collection that he or 
she has little else to lose from nonpayment. Moreover, 3% netback 
to VA is a significant sum in relation to delinquency amounts in 
the billions. 

Congress has precluded establishment and collection of 
deficiencies on foreclosed VA loans issued after 1990. Rural 
housing loans cannot be placed with PCAs for collection. In 
general, HUD's Federal Housing Administration does not establish a 
debt to reflect the delinquency on a foreclosed FHA home loan, so 
these deficiencies are not collected by PCA placement or otherwise. 
While VA continues to collect foreclosure deficiencies on pre-1990 
loans, these loans reflect an increasingly small proportion of 
foreclosed VA loans. 

HUD'S Title I Loan Division is the only agency that 
consistently establishes and collects deficiencies on foreclosed 
federal mortgages. These loans are made to lower income 
individuals, most often for manufactured homes or to bring existing 
homes up to housing code standards. HUD's Title I collection 
center intensively collects these accounts by tax refund and other 
available administrative offset and telephone contact prior to PCA 
placement, PCAs have nonetheless recovered approximately 3.4% of 
the amounts placed by HUD, 

Small Business Administration loans are the only federal 
accounts more difficult to collect than mortgage foreclosure 
deficiencies because SBA is a lender of last resort. 

The agencies making greatest use of PCAs, such as ED, VA, HUD 
Title I, SBA and the Postal Service, share a common trait: the 
funds are returned to the agency for use in the loan program 
generating the debt. Thus, agency programs are supported by 
collections in those cases. The incentives already enjoyed by 
these "revolving fund" agencies must be replicated to ensure 
widespread use of federal collection tools by other agencies. 

Other federal debt is much more collectible. Excluding HUD 
Title I, VA, SBA and ED debt, PCAs have achieved a recovery rate of 
4.8% per placement. While this recovery rate does not equal ED'S 
historical rate per PCA placement, other federal agencies do not 
have ED'S tools to permit increased collections, and generally do 
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not place accounts as promptly as ED. If each federal debt were 
placed an average of three times (as with an ED account) , PCAs 
should be able to achieve total recovery in the range of 10% for 
accounts other than SBA loans and mortgage foreclosure 
deficiencies . 

With total non-tax delinquency of $50 billion and $8 billion 
i.n write-offs last year, a recovery of 10% would indeed contribute 
significantly to federal deficit reduction. 

Debt Collection Improvements Act of 1995 . 

The Subcommittee has painstakingly assembled the measures 
which, when enacted by Congress, will provide critical federal debt 
collection tools. Experience demonstrates Che efficacy of each 
proposal, and I would urge inclusion of as many of these measures 
as possible in the Debt Collection Improvement Act of 1995. 

Before addressing individually each of the tools under 
consideration by the Subcommittee for inclusion in legislation, the 
cumulative effect of these tools should not be underestimated. In 
adoption of federal debt collection remedies, Che whole is much 
greater than the sum of the parts. Once debtors )cnow with 
certainty chat the Federal Government has broad range of tools 
available to collect delinquent debts, and that the Government will 
use all of these tools, debtors become more willing to pay. 
Debtors resign themselves to Che fact the government will get its 
money back, so the debtor might as well come to terms. This 
phenomenon goes a long way to explain Che success of ED' s 
collection program. 

Accordingly, while each measure under consideration would make 
an incremental contribution to government collections, the adoption 
of all of these measures will increase collections by a greater 
amount than the sum of each individual contribution. 

Offset Authority 

• Require Chat agencies send all debt Co Treasury for 

Administrative Offset. 

The right of set-off is so basic that it was recognized as 
common law long before the right was ever codified. The right 
provides that when the first party owes the second party a debt, 
the first party may set-off from the payment any amount owed by the 
second party to the first party. The Federal Government should 
make full use of this offset authority through the pending 
legislation. These offsets help avoid clogging the courts by 
allowing a form of limited collection self-help. 

Centralization of administrative offset and collection efforts 
will Crack effective state efforts, and will eliminate problems 
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caused by the inadequate resources and conflicting priorities of 
many creditor agencies. 

Presently, administrative offset is haphazard. While tax 
refund offset can only be effectuated by the Internal Revenue 
Service, a creditor agency must find employment or pending payment 
by another federal agency to the debtor before federal salary or 
other administrative offset. 

In recent years, ministerial payment functions have been 
increasingly centralized within FMS. Accordingly:, FMS is ideally 
situated to serve as a clearinghouse for Government -wide 
administrative tax refund, salary and other administrative offset. 
By vesting responsibility for all of these offsets within FMS, the 
Committee will allow standardization and "one-stop shopping. " 
Creditor agencies could send their delinquent accounts to a single 
agency for application of all of Che Cools, thereby ensuring ease 
of compliance with the legislation reported by the Subcommittee. 

A requirement of referral to FMS of all debt 90 days 
delinquent will ensure consistent application of all federal 
collection tools and remedies. Thus, FMS would be able to 
effectuate all administrative offsets, to report the accounts to 
credit bureaus, to refer Che account to PCAs for collection, and to 
refer to Che Department of Justice for litigation uncollected 
accounts where a debtor has assets or income. 

* Exempt Administrative Offset from the Computer Matching and 

Privacy Act . 

Exemption of administrative offset from the Computer Matching 
and Privacy Act will eliminate "red tape" to facilitate and to 
expedite offset. This is important because the "window" for offset 
is not open for long, but only until the government payment is 
made. Any requirement delaying offset will only result in federal 
payments to parties with debts owed the government. 

Referral of delinquent federal debts to credit bureaus and 
PCAs is already exempt from the Privacy Act. When the Federal 
Government becomes a creditor, it is generally acting in a 
proprietary, and not in a governmental, role. Delinquent debtors 
should have no greater expectation of privacy in relation to the 
Federal Government than with any other creditor. Computer matching 
and privacy requirements only shield delinquent debtors from 
repayment of their obligation to the government while the 
government continues to make payments to those same debtors. 

* Allow Administrative Offset to be conducted for Child Support. 

Child support debts should be viewed as a debt indirectly owed 
to the government, and collected by administrative offset in the 
same fashion as any other government debt . 
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Governments at all levels have become heavily involved in the 
collection of delinquent child support payments because families 
not receiving support payments when due will likely end up on 
public assistance. In other words, if these payments are not 
collected from absentee parents, government will be called upon for 
support. Obviously, the Federal Government provides a significant 
proportion of public assistance in the forms of Aid to Families 
with Dependent Children and Supplemental Security Income. 

The scope of this problem is substantial. At any given time, 
49% of child support payments are delinquent. Ovfer the course of 
each year, 80% of chose making support payments become delinquent. 
Spiralling federal AFDC and SSI liabilities can be managed 
effectively only if child support is diligently collected in the 
same fashion as any debt owed Che government . 

* Allow the Tennessee Valley Authority to use offsets to collect 

debts due it . 

TVA and other government entities should have the same offset 
capability as federal agencies. 

Federal full faith and credit have been pledged to TVA, 
regional power authorities and entities such as the Government 
National Mortgage Association. A party delinquent to such an 
entity effectively owes the debt to the government, because the 
government will be responsible for the debt of the government - 
backed entity. In making payments to parties with debts to TVA or 
any other federal entity, federal agencies should consummate the 
administrative offset so Chat the TVA or debt to another federal 
entity is first repaid. 

* Allow States and Che Federal Government to offset each other's 

payments to collect each other's debts. 

This authority implies two offsets: (1) of the Federal 
Government and of a state against one another; and (2) offset of a 
debt to a state from a payment owed the debtor by the Federal 
Government, and offset of a debt to Che Federal Government from a 
payment owed Che debtor by a state. Consistent with minimizing 
litigation, the broadest possible offset should be allowed, i . e . . 
federal and state against one another, and offset of state debts 
against federal payments and federal debts against state payments . 

Because the Federal Government and the States are separate 
legal entities under the United States Constitution, restrictions 
may apply to offset of state debts against federal payments and 
federal debts against state payments. The requirements of due 
process of law may prescribe that the debtor be provided an 
opportunity to contest the debt and Che offset before the offset is 
effectuated. Pending a hearing, Che payment to be offset could be 
held in suspense by paying government, but would be paid during 
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that period neither to the party potentially subject to the offset, 
nor to the creditor government. 

* Require that agencies offset Federal salary payments. 

Federal salary offset should be mandatory along with every 
other federal offset. 

The federal tools for debt collection have not been widely 
used because such use is discretionary with the agency, greatly 
reducing the leverage of 0MB, FMS, agency inspectors general and 
the General Accounting Office. Agencies can argue that the tools 
would be ineffective, or that their current efforts are more 
effective. While these excuses only prevent the collection of 
delinquent federal debt, 0MB, FMS and the Congress do not have an 
effective yardstick for measurement of agency performance in the 
absence of mandatory application of all federal collection tools. 

Accordingly, legislation requiring use of all federal 
collection tools would greatly assist 0MB and FMS in enforcing 
sound Government -wide fiscal management, and will facilitate 
oversight by the Congress. 

Agency Coordination 

* Allow agencies to service each other's debt on a reimbursable 

basis . 

The federal agencies that have proven superior in debt 
collection should be able to provide assistance to other agencies 
that have been less successful. 

This authority should be coupled with a requirement that the 
servicing agency would assume the responsibility to apply all of 
the federal collection tools, including offsets and PCA referral 
where servicing agency efforts prove ineffective. 

* Require SSA, DOL and HHS to release workplace name and address 

information for purposes of locating debtors and their 

employees . 

Matching of names and social security numbers should be 
allowed with all federal agencies having employment information, 
including the Social Security Administration, the Internal Revenue 
Service, the Office of Personnel Management, and the Department of 
Labor. 

Creditor federal agencies have been unable to locate the vast 
majority of delinquent debtors referred to PCAs . Information from 
the IRS Locator Service on debtors' last known addresses is 
inaccurate and outdated on up to 00% of the accounts referred to 
PCAs after IRS referral. 
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It makes little sense for the Federal Government to "tie its 
hands behind its back" by refraining voluntarily from use of its 
own data bases, thereby shielding delinquent debtors from repayment 
of their federal obligations. 

The best data base is employer information data bases 
maintained by the SSA and the IRS. Because these agencies are 
receiving current tax and social security payroll withholding, both 
debtors and their employers have an incentive to ensure that the 
debtor information is accurate to ensure proper crediting of 
payments. 

Employment identification is an invaluable tool for location 
of and collection from debtors. This matching and reporting of 
information back to creditor agencies should likewise be exempted 
from Computer Matching and Privacy Act restrictions. 

Dlsburseoienta/Facilltating Offset 

* Require Electronic Funds Transfer (Direct Deposit) by 1998 to 
facilitate offset, improve audit information and reduce fraud. 

Electronic Funds Transfer (EFT) availability should be 
mandatory to facilitate offset, to enhance audit trails, and to 
reduce fraud. Further, personnel time requirements and paperwork 
would be vastly reduced in the issuance of checks, tracing lost 
checks, and re-issuing checks that are lost or stolen. 

EFT would facilitate offset, of course, by allowing the offset 
to recover overpayments and other funds improperly deposited in the 
payee's account. 

* Require agencies to include Social Security Numbers on files 
certified to disbursing officers for payment. 

Because the Social Security Number ("SSN"), called the 
Taxpayer Identification Number by the IRS, is the most basic 
identifying number for individuals within federal data bases, the 
mandatory inclusion of the SSN on files certified for check 
disbursement or on any ocher agency record is necessary for 
matching and delinquent debt recovery. 

The equivalent number for commercial accounts is the Employer 
Identification Number ("EIN") for SSA purposes, and the same number 
is called the Taxpayer Identification Number ("TIN") for IRS 
purposes. The EIN should be required for payments to businesses 
such as government contractors and grantees. 

* Require persons doing business with the Government to provide 
taxpayer identification numbers. 
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Provision of the TIN is essential for the government to 
determine whether the business owes delinquent debts to ' the 
government. Indeed, the requirement should extend, beyond persons 
or corporations doing business with the government, to any person 
receiving payment or engaged in a financial transaction with the 
government . 

* Bar delinquent debtors from obtaining Federal benefits, loans, 

insurance and administrative services. 

Good fiscal management dictates that the government avoid 
doing business with parties owing the government a delinquent debt. 

No private sector business would sell products to a party 
owing a delinquent debt to the seller. The government should 
likewise refrain from "throwing good money after bad." When the 
government awards contracts, grants, cooperative agreement 
payments, loans and insurance, and confers administrative services, 
the government should act as a private sector business and refrain 
from such government privileges to parties with delinquent federal 
debts. The long-term benefits should be defined to include 
contracts, grants and cooperative agreements. 

Additional Collection Tools 

* Allow agencies to garnish the wages of delinquent debtors. 

Administrative wage garnishment has proven a highly effective 
collection tool for ED. 

The employee cannot be fired for being subject to garnishment, 
so no one's job is threatened by administrative wage garnishment. 
Because the garnishment process, including a hearing pursuant to a 
debtor's request, occurs at the administrative level, unnecessary 
litigation, and concomitant court congestion, are avoided. 

In assisting ED in administrative wage garnishment, PCAs have 
discovered that many employees do not want their employers to find 
out that they have defaulted student loans. As a result, around 
50% of those notified of administrative wage garnishment make 
payment arrangements in lieu of garnishment. 

* Allow the Social Security Administration, Customs Service and 

the Internal Revenue Service to use private debt collectors. 

The success of the Department of Education and other federal 
agencies in the use of PCAs would undoubtedly be duplicated by SSA, 
IRS and the Customs Service ("Customs") if they were required to 
use PCAs. I use the terra "required," rather than "allowed," 
because the optional use of collection tools has not been fully 
successful to date. 
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Federal Government resources are increasingly limited. 
Congress cannot authorize a large number of slots for new federal 
employees to collect debts at SSA, IRS and Customs, nor would such 
action be prudent if possible. As with a private sector business, 
SSA, IRS and Customs necessarily deploy the most resources to 
attempt to recover the most current, highest balance accounts. 
These priorities leave older, lower balance accounts unworked. In 
the private sector, the older, lower balance accounts would be 
placed with a PCA, and the PCA' s resources would augment those of 
the creditor. 

The IRS is experiencing not only delinquent tax debt growth at 
the level of non- tax debt, but also the parallel growth of the "tax 
gap" of unreported income. The need to catch tax cheats further 
reduces the resources available to the IRS for debt collection. 
The IRS must address these pressing problems while simultaneously 
engaged in a massive system update. Compliance 2000, now scheduled 
for completion around the year 2008. 

The same pressures afflict SSA and Customs, although to a 
lesser extent, due to their lower level of receivables. 

Mandatory use of PCAs is the only measure that will the IRS, 
SSA and Customs to pursue intensive collections of accounts 
presently unworked due to limitations on in-house resources. 

* Allow agencies to give public notice of indebtedness in the 

case of unlooatable individuals or corporations, or 

individuals who refuse to repay Federal loans. 

As the reporting of delinquent debt to credit bureaus has been 
exempted from the Privacy Act, other public notice of individual 
indebtedness should be exempted from the Privacy Act . 

When the Federal Government began intensive collections of 
defaulted student loans in the Seventies and Eighties, the 
government obtained court orders allowing pre judgment attachment of 
the luxury automobiles of defaulted physicians. Federal marshals 
cook custody of these vehicles with considerable publicity. This 
publicity resulted in payments not only from the physicians whose 
vehicles were attached, but also from others fearing a similar 
fate . 


Accordingly, public notoriety can greatly increase collections 
from both delinquent debtors accorded such notoriety and from 
others fearful of that notoriety. While the Privacy Act could 
prevent public notice of debts owed by individuals, no similar 
restrictions apply to business. It would nonetheless be salutary 
to apply the legislation drafted by the Subcommittee to individuals 
and businesses so chat a business claim of "trade libel" against a 
publisher would be implicitly precluded by the legislative 
authorization, and expressly precluded by the legislative history. 
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» Require agencies to report current and delinquent debts to 

credit reporting agencies. 

The required reporting of current and delinquent accounts to 
credit reporting agencies will result in significantly increased 
collections . 

Consumer debts are reported to the CSC/Equifax, Trans Union 
and TRW consumer credit bureaus {also referred to as credit 
reporting agencies) , while commercial debts are reported to 
commercial credit bureaus Dun & Bradstreet and TRW. 

Good credit standing is increasingly important to obtain Che 
benefits of society often taken for granted. These include a job, 
apartment rental or a home loan, a car loan, a credit card, or even 
cable television, telephone or other utility hook-up. 

As with all of Che federal collection tools, credit bureau 
reporting must be mandatory or it will occur on only a fraction of 
total delinquent federal accounts. The reporting of current 
accounts is also an excellent proposal, as it positively reinforces 
the benefit of timely payment on a federal account. 

By making this measure mandatory, the Subcommittee could also 
assure that federal agencies timely service accounts reported to 
the credit bureau by reporting payments or increased delinquency. 
Current servicing of credit bureau accounts will assure that 
desired conduct is reported by showing the account current, just as 
undesired conduct will be deterred by showing the delinquency. 

* Require agencies to use private collection agencies. 

Mandatory PCA placement of delinquent federal accounts is 
necessary to attempt Government -wide the collection results 
achieved by the Department of Education. Of the $8 billion in 
federal non-tax accounts written off last year, it is doubtful that 
more than 25% of those amounts were ever referred to a PCA. 

Mandatory PCA placement of all delinquent accounts, with the 
inflexible requirement that accounts must be placed with PCAs at or 
before the point of write-off, provides benefits to the government 
far beyond collections. The PCA assembles a significant data base 
on each account, that may include the current or last known 
addresses, contacts for debtor location, employment, asset and 
income, demographic information (local income levels, home values 
and the like) , identification of other creditors, confirmation of 
death or disability of the debtor (where applicable) , and scoring 
of the collectibility of the account based on the other account 
information. This information materially assists the creditor 
agency in the decision whether to pursue through continued 
collection, to litigate, or to write-off the account. In sum, the 
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information from PCA placement, and optimally by multiple 
successive PCA placement greatly improves resolution decisions by 
the creditor agency. PCA data base assembly on delinquent accounts 
greatly improves the audit trail for 0MB, FMS, creditor agency 
inspectors general, and the General Accounting Office. 

This data base is assembled by the PCAs and is available for 
return to the creditor agency, however, at no cost to the agency 
beyond the contingent fee on amounts collected by the PCA. Thus, 
the creditor agency receives considerable information on each and 
every account placed, but pays a contingent fee only on those 
amounts collected. This information is available for the PCA 
receiving the next placement for agencies such as ED, VA, HUD Title 
I, SBA and other creditor agencies making multiple successive 
placements with PCAs. While Che first placement PCA generally 
"starts from scratch" in gathering information on the debtor, 
successive PCAs can both use and add to the data base already 
assembled, improving the prospects for collection and the basis for 
account resolution other than collection. 

Miscellaneous Debt Collection Authorities 

* Allow agencies to retain some portion of increased collections 

to fund improved debt collection efforts (agency gainsharing) . 

Needed substantial improvements of deficient federal 
collection efforts cannot occur in the absence of gainsharing 
incentives . 

The legislative proposals under consideration by the 
Subcommittee would make the use of federal debt collection tools 
mandatory, rather chan optional as under existing law. Mandatory 
use of collection cools will provide "a stick" to Congress, 0MB, 
FMS, agency inspectors general and GAO to improve collections. 
Experience demonstrates, however, that a "stick" alone is 
insufficient, and a "carrot" is also required. 

The most successful federal collection programs are where a 
revolving fund receives amounts collected, so the agency benefits 
through increased funds available for agency programs. Collection 
gains should be shared with the agency by provision of a baseline 
share of all collections, and a much larger share of incremental 
collections (which represent the gain in collections over the 
preceding year) . While 1% has been discussed as the agency share, 
this amount appears insufficient based on PCA experience. 
Gainsharing percentages resulting in meaningful collection 
increases have been the 6% provided to the Department of Justice, 
while the Department of Veterans Affairs has routinely been granted 
more than 10% for the recovery of insurance payments for covered 
patients treated at VA facilities. 
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Moreover, any gainsharing should apply to net recoveries 
received by the agency. PCAs charge a contingent fee in the range 
of 20-25% for the collection of long delinquent federal debt. If 
gainsharing were computed on the basis of gross collections, an 
agency would never receive sufficient funds even to pay the PCA's 
contingent fee. Gainsharing should apply to accounts referred 
netback to the agency on accounts referred to FMS or another 
federal collection center as well. In those cases, the creditor 
agency has costs of assembly and referral of the accounts, 
monitoring each account, obtaining and providing account 
verification as is frequently requested by debtors, and system and 
personnel costs of maintaining the account in the agency's 
management information system. 

The application of gainsharing will be fair and consistent by 
allowing agencies to pay PCA fees and federal collection center 
costs from gross collections, with gainsharing computed on the 
netback to the agency. 

Continuing cutbacks in federal spending will make agencies 
increasingly reluctant to devote scarcer resources to collection of 
funds that are returned in full to the Treasury without benefit to 
the agency. Through gainsharing. Congress can avoid placing 
agencies in the dilemma of whether to sacrifice program resources 
and goals for enhanced collections that provide no return to the 
agency. Gainsharing can provide funding for collections without 
sacrifice of the agency's program objectives. 

* Extend agency authority to compromise debts under the 

Administrative Dispute Resolution Act (current authority 

expires in 1996) . 

Compromises are one of the last resorts to achieve collection 
without litigation. Because the prospects for success in 
litigation are never certain, recoveries are at best deferred, and 
costs in terms of litigation and court congestion are substantial, 
compromise authority must be preserved to maximize federal 
collections . 

Federal contract rules for PCAs preclude a PCA from ever 
offering a compromise to a debtor, and from accepting a compromise 
without prior agency approval. The PCA will work tirelessly with 
the debtor in an effort to find a way to achieve payment in full. 
Unfortunately, all the debtor budgeting in the world will not allow 
every debtor to pay every federal debt. 

When a debtor discovers that payment in full cannot be 
achieved, the debtor may offer a compromise. At this point, a 
compromise offer becomes the only alternative to a refusal to pay 
which may require a resort to litigation, which in turn may result 
in debtor bankruptcy. The PCA acts as an honest broker while 
trying to maximize the compromise amount to maximize the PCA's 
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contingent fee. The PCA obtains a financial statement and 
generally provides a credit report and other pertinent information 
on the debtor offering the compromise. If the PCA finds that the 
debtor has made a fair compromise offer based on the debtor's 
circumstances, the PCA may urge agency acceptance, but the decision 
always remains with the creditor agency. 

The failure to extend compromise authority will substantially 
reduce collections, while causing further congestion in the courts 
from federal collection suits and from debtor bankruptcies. 

* Require agencies to sell debt prior to write-off. 

The sale of federal debt will often be optimal in the case of 
certain loan debt owed the Federal Government . 

It may be most difficult to comply with a requirement of sale 
of debts prior to write-off in all cases, however, and the 
government may not recognize full value if such sale occurs. 

SBA has successfully sold a large volume of loans to the 
private sector. The Resolution Trust Corporation ("RTC") likewise 
sold substantial loan assets. In both of these cases, current 
loans were generally packaged with a much smaller percentage of 
delinquent loans. This maximized the value received by the 
government, as a large preponderance of current loans would greatly 
reduce the risk to the investor. 

Conversely, RTC efforts to sell defaulted loans have not been 
very successful. As a result, RTC has shifted emphasis from sale 
to collection of these loans to derive maximum potential value to 
the government. RTC is intensively using PCAs in this effort. A 
PCA will make almost the same investment in each account, in terms 
of data base searches and debtor location and contact efforts, but 
will be paid only on amounts collected. The PCA is willing to make 
this up-front investment because the creditor has made the initial 
investment in the asset, and the creditor retains this risk. 

Moreover, before initiating collections, the investor can only 
make a rough guess of potential recovery rates. As a result, the 
PCA or other investor would generally pay far less than the 
creditor would ultimately receive as netback for delinquent debts 
because credit risk would be shifted to the investor. Thus, 
retention of the risk of asset value by the creditor will generally 
maximize portfolio yield. 

The extension of Federal Government -wide collection tools to 
a parity with those granted ED, and the mandatory use of those 
cools, coupled with monetary incentives, are better adapted to 
maximize federal collections than a universal requirement of sale 
of debts prior to write-off. 
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* Allow agencies to adjust Federal Civil Monetary Penalties for 

inflation . 

Penalties should be adjusted for inflation to increase the 
debtor's incentive to pay the debt, and to compensate the 
government for higher costs attributable to inflation and for the 
time value of the penalty dollars. 

Some agencies have taken the lead in this effort by adopting 
agency regulations applying a fixed percentage penalty, such as 6%, 
that will automatically increase with the amount of the debt, 
thereby compensating the Government for inflation and continually 
increasing the debtor's incentive to pay in order to avoid further 
penalties, administrative charges, collection fees and interest. 

The Subcommittee should mandate government -wide the upward 
adjustment of penalties to reflect interest, either through a 
fixed percentage penalty or other means. 

• Allow agencies to adjust administrative debt (such as fines 

and penalties) for inflation. 

Fines, penalties and other administrative debt should be 
adjusted for inflation, again to increase the debtor's incentive to 
pay the debt, and to compensate the government for higher costs 
attributable to inflation and for the time value of the 
administrative debt owed the Government. 

The primary method of adjustment is through application of the 
Treasury rate of interest, which is adjusted annually. It makes 
little sense, however, to charge a delinquent federal debtor, who 
is obviously a poor credit risk, the lowest rate of interest which 
is available only to the Federal Government as the best credit risk 
due to the government's taxation, bond issuance, and currency 
circulation authorities. A higher rate can be effectively applied 
through addition of percentage penalty charges and percentage 
administrative charges to delinquent debts. 

Many agencies charge a fixed administrative charge, such as 
$25. The Subcommittee is indeed correct that agency administrative 
expenses increase the longer that a debt is delinquent, so that 
good fiscal policy would increase the administrative charge 
correspondingly. Thus, the Subcommittee may wish to consider 
application to each delinque.nt debt of a percentage administrative 
charge equal Co the gainsharing amount . 

Conclusion 


The Subcommittee has assembled a comprehensive array of debt 
collection tools for inclusion in legislation. The enactment and 
mandatory application of each tool to each delinquent federal debt, 
when coupled with gainsharing incentives, will increase federal 
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collecCions by billions of dollars annually. Moreover, the Cools 
will apply at the administrative agency level, thereby preventing 
tens of thousands of lawsuits annually to collect these debts. 

Additional Cools for consideration have been proven effective 
when given by Congress to ED for collection of delinquent student 
loans. These tools are elimination of the statute of limitations 
and of bankruptcy discharge except in those cases where the debtor 
proves that the application of all or part of the debt will prevent 
Che debtor's rehabilitation in bankruptcy. 

The Subcommittee is to be commended for the most thoroughgoing 
review of federal collection efforts since the early Eighties, and 
for the improvements that will undoubtedly emanate from proposals 
under consideration for legislation. 
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Hr. Chairman and other members of the Subcommittee, my name Is 
Jim Tracey and I am the Chief Executive Officer (CEO) of 
Diversified Collection Services, Inc. (DCS) . Based in San Leandro, 
California, DCS is a national collection agency specializing in the 
collection of Federal student aid debt. DCS has substantial 
contracting experience at the Federal level and is the leading 
collector under the Department of Education's (ED) Private Sector 
Collection Activity for Student Related Debts Contract (the "ED 
Contract") . 

DCS is grateful for the opportunity to testify before the 
Subcommittee in support of the Subcommittee's efforts to enhance 
Federal debt collection activities. DCS also applauds the 
Subcommittee's attempt to enact legislation quickly through this 
year's Budget Reconciliation process. With over ‘$50 billion owed 
to the Federal government in overdue non-tax debts and over $67 
billion owed in delinquent back-taxes, this legislation is long 
overdue . 

At the outset, let me say that DCS strongly supports extending 
the provisions of the Debt Collection Act of 1982 (the "Act") 
authorizing the use of administrative offset, salary offset, and 
private collection agencies to the Customs Service, the Social 
Security Administration (SSA) , and the Internal Revenue Service 
(IRS) . President Clinton, in his FY 1994 & FY 1995 Budget 
Requests, Vice President Gore, in his "Reinventing Government" 
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proposal, and the Government Accounting Office (GAO), In numerous 
written reports to Congress, have all advocated the use of private 
collection companies to help collect delinquent Federal tax debt 
owed the IRS even though such a program has yet to be tested by the 
IRS at the Federal level. 

We believe there is no need to "test" further the use of 
private collectors by the government. All one has to do Is look at 
the successful collection effort that Is being achieved by ED with 
private collectors. The harsh economic realities government Is 
facing today must be dealt with In a logical, proven, proactive, 
professional business manner. The effectiveness of using private 
collectors Is clearly established. The bugs have been worked out. 
ED'S system — based on 30 years of experience — Is working well. 

The entire Industrialized world has embraced the concept of 
out-sourclng (aka - partnering; aka - strategic alliances) . 
Survival for government agencies and private sector companies alike 
Increasingly requires close Interdependent organizational 
relationships . 

The lines between the supplier and the manufacturer, the 
service company and the organization it serves, are becoming more 
and more blurred. In each case, both parties are Increasingly 
dependent upon one another to succeed in today's competitive world. 
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Successful organizations today are creating strategic 
alliances and partnerships with firms whose core competencies are 
lacking in their own organizations. Doing so frees each to focus 
on and leverage its own core strengths. Successful organizations 
are discovering that proven specialists can perform certain jobs 
better, more efficiently, more reliably, and more profitably than 
they can internally. 

Debt collection work is not one of our government's core 
competencies. In fact, a government bureaucracy is inherently ill- 
suited to handle the extremely difficult work of debt collection. 
Collection of delinquent receivables can be handled well only by 
highly motivated organizations and individuals. Commercial 
agencies are motivated by a desire to make profits. Their survival 
itself is always at stake. Government agencies get paid the same 
regardless of the results they obtain. 

Nor is a government agency an environment in which the 
individual collection agent can perform well. His/her work 
requires a substantial outlay of energy and ingenuity. It is 
critical that the collector's success be promptly rewarded. But in 
government service, rewards for good performance are distant and 
uncertain. Because of this, low morale and lack of job 
satisfaction by government debt collectors is common. This stands 
in sharp contrast to well-run commercial agencies, where agent 
compensation and advancement opportunity is directly tied to 
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performance and morale is generally high. Many conuaercial agencies 
change compensation schedules and/or run variable monetary contests 
monthly. Our people at DCS say that the only constant at DCS is 
change. Government agencies are organizationally incapable of 
being dynamic and creative in their efforts to manage Internal debt 
collection operations, thus severely limiting their ability to 
produce satisfactory results. 

In short, for government to increase its efficiency, its cost 
effectiveness, and its reliability in the debt collection business, 
it has no choice but to perform the administrative work itself and 
out-source the hard work of collections to specialists. 

This partnering concept has tremendous potential because both 
the government and the collection firms would bring significant 
value to the alliance that the other party, by its very nature, 
does not possess and is unable to acquire. The government provides 
the administration, monitoring and controls that create and 
maintain vigorous competition among contractors, while ensuring 
debtors are treated courteously and professionally. The commercial 
vendors provide the personnel, expertise, computerization, systems 
and procedures, and other resources necessary to produce the 
desired results. ED has demonstrated that this approach works. 
It's time to implement it government-wide. 

The FY 1996 House Treasury/ Postal Appropriations bill 
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currently contains a provision that would provide a paltry $13 
million to fund a pilot program to use private collection companies 
to collect tax debt owed the IRS. The American people don't need 
another test. The GAO reported that most states hire private 
companies with great success to collect delinquent state tax debt. 
ED has 30 years of experience and experimentation in debt 
collection confirming that private collectors are the best 
approach. What we need the least is another pilot program to tell 
us what we already know. 

We understand the IRS has taken the position that it already 
has authority under current law to hire private collection agencies 
but refuses to do so. In light of the fact that the IRS is 
currently owed over $67 billion in delinquent back taxes, it is 
time to mandate the use of private collection companies by IRS. 

DCS also supports provisions that would require mandatory 
offset of Federal debts against Federal payments to debtors, 
mandatory referral of debts to the Treasury Department at 180 days 
of delinquency, and mandatory referral of debts to collection 
agencies after the 180-day referral period has expired. 

With regard to mandatory offset of debts, we believe that 
offset is the most effective manner in which the Federal agencies 
can contribute to a well-orchestrated team collection effort 
without the specialized skills needed for the more difficult 
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collection work. This process offers a no-nonsense, administrative 
approach to collecting the easy-to-collect dollars prior to 
referral of debts to Treasury and collection agencies and can be 
used as a separate collection tool even after referral. Offset 
efforts should begin at no later than 90 days of delinquency and 
continue as long as the debtor is not paying voluntarily. It is 
common practice in the collection industry for clients to use this 
administrative process without paying fees on these collections to 
the collection agencies or maintaining any internal collection 
staff. 

With regard to mandatory referral of debts to the Treasury 
Department at 180 days of delinquency, we believe that such a 
provision is necessary to ensure that efficient and consistent debt 
collection procedures are employed in recovering Federal debt. 
From a policy perspective, it simply makes sense to implement 
Federal debt collection procedures from a central clearinghouse, 
like the Treasury Department, rather than to implement such 
procedures on a random basis by individual creditor agencies. 

Furthermore, we feel that 180 days represents an appropriate 
amount of time by which creditor agencies should refer debts to the 
Treasury Department for collection. If the accounts are required 
to be referred earlier than the 180-day delinquency mark, there is 
a risk that borrower disputes over debts may not yet be resolved. 
Similarly, referral of such accounts later than 180 days would 
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unnecessarily delay the collection process and hence would decrease 
the chances for successful collection of the accounts. Without a 
deadline no urgency is created, follow-up is sporadic, and, 
therefore, results are poor. 

Finally, in order to ensure that naximum efforts are put forth 
to collect delinquent Federal debts, it is our position that 
exceptions to the 180-day referral requirement be made only for: 
(1) accounts that are being collected by or have been referred to 
one of the other four (4) Federal agencies operating debt 
collection centers (ED, SEA, VA, HUD); (2) accounts for which it is 
determined that such referral would not be in the interest of 
national security or relations with other countries; or (3) 
accounts which, based on a written determination by the Treasury 
Department, would be more effectively collected by the creditor 
agency . 

With regard to the mandatory referral of accounts to private 
collection agencies, we believe that such referral should be the 
first step in the collection process taken by the Treasury 
Department, as well as the other four (4) Federal agencies 
operating debt collection centers after the expiration of the 180- 
day referral period. The hiring of private collection agencies has 
proven to be extremely successful in the collection of delinquent 
debts owed the Department of Education. In order to ensure that 
other Federal debts are collected in an effective manner as well, 
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we believe that referral of accounts to private collection agencies 
must be mandatory. 

As with the 180-day referral requirement, it is our position 
that exceptions to the mandatory referral to private collectors 
requirement be made only for: (1) accounts for which it is 
determined that such referral would not be in the Interest of 
national security or relations with other countries; or (2) 
accounts which, based on a written determination by the Treasury 
Department, would be more effectively collected by the creditor 
agency . 

In authorizing the use of collection agencies to collect 
Federal debts, it is essential that language be included that would 
allow collection agencies to charge on a contingency fee basis for 
their services. This pay-for-performance fee structure has proven 
to be the most effective method for compensating private 
collectors. 

Measuring performance by the net-baclc return to the client is 
also standard procedure in the industry. It has been proven that 
in other Industries M . e . . banks and major credit grantors) , as 
well as in ED's own experience on earlier contracts, low commission 
rates do not yield the best results. It is essential that a 
commission fee structure be established which allows the collection 
agencies to invest the necessary resources to provide the optimal 
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return to the Federal government. Any low-bid type of contract 
award forces collection agencies to curb costs and allocate minimal 
resources in order to provide the services required. The end 
result is a "creaming" effort and a significant loss of net revenue 
to the Federal government. 

It is also essential that language be included that would 
treat contingency fees as netted from the amount of money 
collected. This would eliminate the need for appropriations and 
would result in more accurate budget scoring for these activities. 

We understand that the Subcommittee is considering a provision 
that would require mandatory sale of agency debts after a certain 
time period. DCS believes that such a provision would be 
detrimental to the government's efforts to enhance Federal debt 
collection activities through this legislation. First, most agency 
debts are not secured by real property and are virtually worthless 
at auction. Furthermore, we believe that individuals owing debt to 
the Federal government are significantly different from those owing 
more traditional consumer debts. Those individuals owing 
traditional consumer debts allow many creditors to go delinquent at 
one time, paying only those creditors that apply the most pressure. 
However, many individuals with a delinquent Federal debt will have 
little or no other delinquent debt. This being the case, time 
itself often is a good collector. As time passes quite often the 
debtor's ability to pay improves. For example, the unemployed 
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person gets a job, the failed business owner recovers, or the 
temporarily disabled returns to the workforce. 

Data supplied by ED clearly show that private collection 
agencies are effective In collecting on accounts that have been 
placed for the 2nd, 3rd or even 4th time. A provision requiring 
that debts be sold after a short time period would preclude such 
placements and cost the government. Although DCS would not support 
the mandatory sale of debts after 18 months, we would support a 
provision that would permit the sale of agency debts only as an 
alternative to write-off at 48 months of delinquency. 

Two substantive provisions that DCS feels would add 
significantly to the effectiveness of any Federal debt collection 
legislation are a provision that would prohibit borrowers from 
discharging debts In bankruptcy for a period of three (3) years 
after the first scheduled repayment unless prevention of such 
discharge poses an undue hardship for the debtor, and a provision 
that would authorize creditor agencies to administratively garnish 
the wages of debtors. 

Currently, the U.S. Bankruptcy Code contains a provision that 
prohibits Federal student loan debtors from discharging debts In 
bankruptcy for a period of seven (7) years after the first 
scheduled repayment f see 11 USC 1523(a)(8)) unless prevention of 
such discharge poses an undue hardship for the debtor. Because 
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this provision has been extremely successful in preventing fraud 
and abuse by Federal student loan borrowers, we recommend that a 
similar provision covering other Federal agency debts be included 
in this legislation. Our recommendation, however, would only 
prevent such a discharge for a period of 3 years after the first 
scheduled repayment rather than for a period of 7 years as is the 
case under current law for Federal student loan borrowers, in 
recognition of the Inherent differences between Federal student aid 
debt and other types of Federal debt. Like the current Bankruptcy 
Code provision for Federal student loan debtors, our recommendation 
would exempt debtors for whom prevention of bankruptcy discharge 
would pose an undue hardship. 

Inclusion of a provision authorizing creditor agencies to 
administratively garnish the wages of debtors should also be given 
serious consideration by the Subcommittee in formulating this 
legislation. Currently, the Higher Education Act of 1965, as 
amended (HEA) , authorizes the Department of Education to employ 
administrative wage garnishment (AWG) procedures to collect from 
delinquent Federal student loan debtors f see 20 USC 1095a) . Under 
these procedures, ED can administratively garnish the wages of 
debtors and thus need not obtain a court judgment on the debt 
before implementing garnishment proceedings. These procedures also 
provide reasonable notice to the debtor of the pending garnishment 
and sufficient time to make voluntary payment and/or request an 
administrative hearing before an impartial officer to resolve any 
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disputes related to the validity of the debt or the garnishment 
order. AWG, which relies on the premise that, if a debtor is 
working, then he/ she should be able to repay his/her loan in a 
timely manner, has proven to be extremely successful in the 
collection of Federal student aid debt. The mere threat of 
administrative wage garnishment is often enough to motivate debtor 
repayment . 

Although AV)G can be an extremely powerful tool in the debt 
collection process, it is only effective if the debtor or his/her 
employer can be located. For this reason, we believe that, for the 
purpose of locating delinquent borrowers, it is essential that 
authority be given for creditor agencies to access information 
contained in the data bases at the Social Security Administration 
(SSA) , the Department of Labor (DoL) , and the Department of Health 
and Human Services (HHS) . HHS' Parent Locator Service data base 
was established to provide information to those attempting to 
locate parents delinquent in their child support payments and would 
be an extremely useful resource to private collectors attempting to 
locate delinquent Federal debtors as well. 

Finally, with regard to the hiring of private collectors to 
collect delinquent Federal debt, we believe that specific guidance 
should be provided by the Subcommittee in the bill or Committee 
Report as to how the collection agency contracts will be 
structured. To this end, we believe that the current ED Contract 
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would serve as an excellent model. 

First, the ED Contract requires contractors to comply with all 
applicable Federal and State laws relating to debt collection 
activities including the Fair Debt Collection Practices Act (FDCPA) 
and the Privacy Act of 1974. These laws prohibit harassment of 
debtors and other unfair collection practices, as well as the 
unauthorized disclosure of debtor information to third parties. 
Second, the ED Contract is a performance-based contract in that it 
rewards those contractors that do the best job of collecting the 
debts. One way that it does this is through cash bonuses to the 
top contractors. Another way is through initially distributing 
accounts to contractors on a purely random basis and basing 
subsequent distributions of accounts on the contractors' 
performance in collecting the accounts they were initially 
provided. In addition, the contractors under the ED Contract are 
selected with major emphasis on corporate and project personnel 
experience in order to ensure that the debts will be collected by 
reputable agencies in an efficient and effective manner. 

Once again, thank you Mr. Chairman for the opportunity to come 
before this Subcommittee. DCS pledges its active cooperation in 
working with you and the Subcommittee on this legislation. 
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The Commercial Law League of America is pleased to have 
the opportunity to appear before the Government Reform and 
Oversight Committee Subcommittee on Government Management, 
Information, and Technology. 

Founded in 1695, the Commercial Law League numbers 
nearly 5,000 professionals involved in the areas of 
commercial collections as well as bankruptcy and 
reorganization. Attorneys and collection agency personnel 
alike have been involved in enhancing the creditor 
community's efforts to turn delinquent debt into cash. 

The League publishes the award winning Commercial Law 
Journal, a quarterly law review devoted to issues of 
commercial law along with the bimonthly newsmagazine called 
the Commercial Law Bulletin which provides insights into 
current state and future trends of the commercial law 
industry. In addition, the League's Academy of Commercial 
and Bankruptcy Law Specialists is accredited to certify 
attorneys in the fields of Creditors' Rights and Business 
Bankruptcy by the American Bar Association. 

As North America's oldest creditors' rights 
organization, the League is in a unique position to be able 
to share the benefit of its 100 years of experience in the 
field of commercial collections. 

1, THE "PILOT PROGRAM" FOR USE OF PRIVATE COUNSEL 


Proposed legislation before the Subcommittee has among 
its purposes maximizing the collection of debts owed to the 
federal government. 

It wishes to do so, in part by expediting the process of 
identifying delinquent debt and placing it into the 
collection process as soon as possible. Using all 
appropriate collection tools, while minimizing cost to the 
federal government is another goal. Relying on the 
experience and expertise of private sector professionals is 
specifically mentioned among the purposes outlined in draft 
legislation. 

One of the ways to accomplish this goal is through the 
expansion of the so-called "pilot program" as created 
pursuant to the Federal Debt Recovery Act of 1986. 

That program was designed to allow the federal 
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government to identify law firms to whom non-tax delinquent 
debt of the federal government can be forwarded for legal 
attention. Daring Fiscal Year 1994, ten departments of the 
Federal Government and three agencies referred 305 claims 
(257 considered as "new debt" and 48 known as "backlog 
debts") to the 25 law firms in the seven pilot judicial 
districts. 

The total amount of debt involved for fiscal year 1994 
was $6,913,382.27 bringing the total since inception of the 
program in 1989 to $106,096,411 from 28,433 cases. 

The overall collection rate since inception is 16% at an 
average cost of 32% making the net collection rate 
approximately 11% for counsel participating in the pilot 
program. Considering the age of the claims in question and 
the amount of previous collection work done by the federal 
agencies referring the cases, it is a good result. 

Recognizing as well that the federal government is not the 
typical credit grantor is an important consideration in 
evaluating the success of the pilot program. 

If the federal government wishes to enhance its 
collection efforts, it would do well to expand the pilot 
program nationwide by allowing private counsel to be 
designated in all judicial districts and remove the 
designation as a pilot program by eliminating an expiration 
date for the program. The draft legislation includes 
provisions to do exactly that and the Commercial Law League 
is supportive of that effort. 

2. HOW THE PRIVATE SECTOR COLLECTS DEBT 

The Commercial Law League also believes that the federal 
government should not only use the private sector 
professionals but should adopt much of how the private sector 
handles the business of collections by identifying and 
retaining private debt collectors. Perhaps then the federal 
government might be able to approximate the collection rates 
enjoyed in the private sector. 

It is accepted that the federal government may never be 
able to completely attain the success found in the private 
sector because of the inherent nature of the federal 
government's lending approach. As a general rule, the 
federal government is not afforded the luxury of picking and 
choosing its debtors based upon the types of analysis a 
credit grantor in the private sector may employ. While in 
some cases the federal government sets criteria for the 
making of loans it may ultimately guarantee, it is not the 
entity responsible for applying those criteria and reviewing 
the supporting data. In other cases, the federal government 
may actually be making loans to business enterprises that are 
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considered unacceptable credit risks in the private sector. 

Industry statistics show that on average, attorneys have 
a 34.3% collection rate when collecting coinmercial claims 
after attempts have been made by collection agencies to 
collect the claims. This compares favorably to the 34.5% 
success rate coinmercial collection agencies themselves 
normally achieve. Nearly 47% of the dollar amount of claims 
sent to a collection agency is ultimately collected between 
the efforts of the agency and/or the attorney. 

What accounts for this high success rate? Much can be 
directly traced to the fact that the claims are received from 
the credit grantor earlier and forwarded to the attorney 
earlier than appears to be the case with the claims generated 
by the government. Another factor is that there is a 
recognition in the private sector of the capabilities that 
the collection agency can bring to the collection process as 
distinguished from that which attorneys may offer. They are 
different and each has its place in a well designed plan for 
converting delinquent debt into cash. 

A look at debt collection in the private sector provides 
a good guide of how the federal government can maximize its 
collection efforts and achieve its other public policy goals. 

The enormity of the debt collection problem in the 
private sector dwarfs that which the federal government 
faces. There were nearly 700,1^00 new bad debts created 
during the year. Over $3.4 BILLION of delinquent accounts 
needed to be collected. And this just from the commercial 
sector . 

Another $65 BILLION in bad debts incurred by consumers 
have to be collected as well. These claims are due from 
millions of debtors throughout the country. 

The granters of this credit have already made numerous 
attempts to collect these delinquent accounts. The billions 
needed to be collected now were the difficult ones those 
that the in house collectors for credit granters were unable 
to successfully pursue. 

The amount that the federal government is seeking to 
collect pales in comparison to that which private enterprise 
must recoup annually. Although the federal government 
itself does not know the total amount of delinquent non-tax 
debt it needs to collect, some in the government estimate it 
at topping out at $50 Billion - and that includes debt that 
has been outstanding for years. This is less than the amount 
of new delinquent accounts pursued in the private section in 
any single year. 

The private sector has been forced to deal with 
collecting enormous amounts of both commercial and consumer 
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delinquent debt for years. A process for successfully doing 
so has been in place for the past 100 years. Interestingly 
enough, the way commercial collections business has 
transpired for the past 100 years meets the overall goals as 
outlined in Section 4 of the proposed draft legislation. 

3. USE OF A REGISTRY OF PROFESSIONAL DEBT COLLECTORS 

The Commercial Law League believes that much of what has 
worked in the private sector for 100 years can be used by the 
federal government to enhance its own collection efforts 
without shortchanging any additional public policy 
considerations it seeks to foster. In a nutshell, the 
approach would include: 

A Registry of approved outside debt collectors would be 
developed by the federal government. It would be made 
available to every agency within the federal government. The 
Registry would include both attorneys and collection 
agencies. To become listed on the Registry, the debt 
collector must meet certain criteria to assure competency and 
integrity. Information would be required to provide a gauge 
of capabilities and pricing. This Registry or data base of 
eligible debt collectors would be the single source for all 
agencies when placing debt for outside collection. If the 
claim or package of claims would best be served by the 
services of a collection agency, the federal agency would be 
able to select one or mote collection agencies from the 
registry. If after 120 days, the collection agency has not 
been successful in collecting or arranging for collection, 
the claim could be referred directly by the collection agency 
to an attorney on the Registry. If the claim needs services 
provided by an attorney from the outset or at any time as 
determined by the federal agency itself, the matter need only 
be referred to an attorney who is listed on the Registry. 

The Registry could be searched by price, location or 
capabilities, thus affording federal agencies with the 
ability to pinpoint and select the debt collector best suited 
to handle the types of claims in question. 

Expansion of the pilot program coupled with a Registry 
of debt collectors furthers the various goals outlined in 
Section 4 of the proposed draft legislation. 

4. HOW USE OF A REGISTRY INCREASES COLLECTIBILITY OF DEBT 

Section 4(1) states in part that one of the purposes is 
to maximize collections "by ensuring quick action to enforce 
recovery of debts..." The Registry would eliminate the 
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months and years it sometimes takes for the process to draft 
and publicize requests for proposals and evaluate them, in 
addition it would eliminate the time currently required to 
refer a claim. This is a recognition of what the private 
sector has understood for years - the older a debt is, the 
harder it is to collect. 

This has been well established in both conunercial and 
consumer debt collection. Studies have been undertaken by 
the Commercial Law League through its Commercial Collection 
Agency Section as well as by the American Collectors 
Association . 

According to the most recent study conducted by the 
CLLA, even a 90 day delay after the due date can reduce 
collectibility of a commercial account to 72.7%. Waiting 
another nine months reduces it to a mere 28.6%. 

In studies conducted by the ACA, consumer claims which 
are nine months delinquent are only 40% collectible and at 
the one year mark collectibility drops to only 20%. 

Current federal practice virtually guarantees that 
collectibility will be reduced because of time factors. 

It appears that the stigma of having delinquent accounts 
on the books of a federal agency makes it sometimes difficult 
for administrators to be willing to place claims in the 
existing federal pipeline for collection assistance. 

While claims may be sent directly to private collection 
agencies the limitations involved points up another delay 
inherent in the government's efforts to enhance collections. 
After 120 days, the collection agency must return uncollected 
claims to the federal agency. If the claim needs legal 
attention, the process of forwarding the claim to either the 
CJ.S. Attorney or the pilot program begins. The collection 
agency may not forward the claim directly to an attorney for 
collection. Additional delay in getting that claim into the 
next step in the pipeline occurs. 

When claims need the attention of the legal profession, 
they must either go to the United States Attorney or to a law 
firm that has been awarded a contract to perform collection 
services in seven pilot districts throughout the U.S. If 
placed with the U.S. Attorney, the claim must await attention 
from an overburdened assistant U, S. Attorney, If the claim 
because of the debtor's location and the dollar amount 
involved is placed into the pilot program, it receives the 
same attention that any other client of the firm deserves. 

If the Registry, as suggested above were in place the 
claims needing legal attention could be immediately 
forwarded. If collection agencies were given the right to 
forward claims directly to attorneys on the Registry with the 
permission of the federal agency, the time from delinquency 
would be reduced and thus the collectibility increased. 
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Thus a Registry reduces the administrative time for 
getting the delinquent account into the collection process 
thus increasing the collectibility of the account. 

5. HOW USE OF REGISTRY ALLOWS USE OF ALL APPROPRIATE 
COLLECTION TOOLS 

Section 4 , subsection (1) also calls for maximizing 
collections by "use of all appropriate collection tools." 

Again this is an underlying premise within the private 
sector. The credit grantor should have access to all 
legitimate tools of collection. 

Once the internal collection efforts have reached a 
plateau, the federal agency as the credit grantor needs to be 
able to avail itself of the tools available for furthering 
the collection effort. 

Generally there are two major categories of outside 
collection facilities available to any credit grantor - 
collection agencies and attorneys. Each brings unique and 
different capabilities to the marketplace. Within each 
category, there are those that are more focused on the 
consumer debtor and those whose expertise extends more to the 
commercial debtor. Geographic coverage, staffing, capacity, 
reporting capabilities, track record, etc. may distinguish 
among and between the categories as well. 

Collection agencies and attorneys both have roles 
within the collection process. The federal agencies need to 
have access to both in an easy and straightforward manner so 
that the tools available from collection agencies and from 
attorneys can be best utilized to further the collection 
efforts . 

6. HOW USE OF A REGISTRY HELPS MINIMIZE COST OF DEBT 
COLLECTION 

Another purpose stated in subsection (2) of Section 4 is 
"To minimize the costs of debt collection..." 

This is a valid and worthwhile goal. An understanding 
of what constitutes the "costs of debt collection" are 
imperative. Contingent fees ace the norm in the collection 
industry. The government must recognize, as does the private 
sector, that cost is not necessarily measured simply by the 
rate to be charged. The cost can be greater for some debt 
collectors if they do not possess the same competence and 
capabilities as another. Therefore, the credit grantor must 
have available to it information about the capabilities of 
the debt collector as well so that the credit grantor may 
make an informed decision on how to minimize overall costs 
to collect the claim. 
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7. HOW A REGISTRY ENCOURAGES BROAD PARTICIPATION OP PRIVATE 
debt COLLECTORS 

Section 4 (7) encourages a reliance "on the experience 
and expertise of private sector professionals to provide debt 
collection services to Federal agencies," To ensure that 
this is done in the most efficient manner while still 
safeguarding the interest of the federal government, the use 
of a Registry of debt collectors would encourage the broadest 
participation by those competent and capable of providing 
these necessary services. 

A Registry would avoid what happened when the pilot 
program for legal counsel was begun. At that time while 
nearly 1,200 law firms requested information only 85 
completed the bid process resulting in 25 law firms receiving 
approval. Only one was considered to be a "law firm owned 
and controlled by socially and economically disadvantaged 
individuals". The Registry would in all likelihood result 
in hundreds of qualified and competent attorneys and 
collection agencies in all parts of the country and from all 
social and economic strata applying and being selected for 
the approved list. 

Simply encouraging a broad base of private debt 
collectors to participate is not sufficient. The criteria 
that are put in place roust encourage not only competency but 
also integrity. 

Within the private sector, there are methods in place 
that help to assure the integrity of those entrusted to 
collect funds. As a general rule all attorneys are required 
to maintain a trust account and of course of subject to the 
ethical provisions of the state or states in which they ace 
admitted to practice law. 

A number of states currently require the registration 
and bonding of collection agencies. Regardless of whether a 
state's provisions call for maintenance of a trust account 
for collection agencies, the Commercial Collection Agency 
Section of the CLLA requires it member agencies to maintain a 
trust account. 

Without a doubt one of the criteria for acceptance onto 
the Registry would be the maintenance of a trust account - 
regardless of the lack of such requirement by the state where 
the collection agency is located. Evidence of the 
maintenance of a trust account probably should be a criterion 
despite the fact that a lock box system is used for the 
remittance of any funds collected by private debt 
collectors. It provides evidence of the desire of agencies, 
regardless of whether they are required to do so by their 
state, to avoid even the appearance of impropriety in their 
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dealings with their customers. 

Further, the federal government could have the right to 
review and audit the trust account (or obtain the audit 
performed by the appropriate state agency if one had been 
performed) so as to be able to assure itself of the integrity 
of the account in addition to its mere existence. 

In addition the League would suggest that those accepted 
on the registry must post a bond in favor of the federal 
government to protect in the rare case of a defalcation. A 
similar system currently exists in the private sector - at 
least as it relates to commercial collection agencies and 
commercial collection attorneys. 

Attorneys who regularly accept commercial collection 
cases on a contingent fee basis may apply to be listed in 
what is known as a "law list". These "law lists" - 
approximately eleven in number -determine whether the 
attorney should be listed and once listed, provides a bond on 
any claim sent to that attorney over that list. Evidence 
that the collection matter is being forwarded to the attorney 
because of the list in question must be provided at the time 
the claim is sent to the attorney. Once that is done, the 
bond is effective and in the rare case of a defalcation, the 
law list and/or the bond will cover any loss up to the policy 
limits. Currently, policy limits on the bond are 
$ 1 , 000 , 000 . 

Thus either a separate bond should be required or the 
attorney should provide evidence of coverage under a bond 
issued by one of the law lists. If evidence of coverage 
under a bond issued by a law list is to be accepted, then the 
collection agency or the federal agency referring the claim 
would be required to designate and report that the claim was 
forwarded using a law list so that the law list bond would be 
effective for those claims in question. 

Bonds are required for collection agencies as well. 

Those agencies seeking to obtain or thereafter maintain the 
Certificate of Compliance issued by the Commercial Law League 
of America through its Commercial Collection Agency Section 
must qualify for and maintain a bond in favor of its 
customers. Providing a bond in favor of the United States 
government should be a requirement for collection agencies as 
well . 

8. CRITERIA TO QUALIFY FOR THE REGISTRY 

A. CRITERIA TENDING TO PROVIDE EVIDENCE OF COMPETENCY: 

1) Number of years in the business or practice of 
collections 
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A minimurn number of years in the business of 
collections or in the practice of law should be 
established. If a company has been in business 
for at least five years or an attorney in the 
practice for that time period, then a track record 
has been established among other clients and the 
company is more likely to have weathered the 
economic, organizational and management problems 
that might tend to negatively impact a company in 
business for a shorter period of time, it is more 
likely that a company that has survived for five 
years will continue to be a viable enterprise. 

2) Substantial involvement in the field of collections 

Both agencies and attorneys must provide evidence 
that at least one third of the practice/business is 
devoted to the area of collections by providing 
information about the types of cases handled by the 
debt collector during the five year period 
immediately preceding application to be approved on 
the Registry, Evidence must be provided on an 
annual basis thereafter. If the law firm cannot 
comply with the substantial involvement criterion, 
then an individual attorney within that firm may 
apply for the Registry. 

3) Evidence of ongoing education of debt collector 

In the case of attorneys, evidence of completion of 
a minimum amount of Continuing Legal Education in 
fields of law related to the collection practice 
should be provided. This should be true regardless 
of whether the attorney practices in a state that 
has a mandatory CLB requirement or not. At least 
eight hours per year for each of the five years 
prior to application for inclusion in the Registry 
should have been attained. To maintain a spot on 
the Registry, the attorney should annually provide 
evidence of attendance at an additional eight hours 
of CLE, 

Both collection agencies and attorneys must provide 
evidence of existing procedures in their office for 
the handling of collection matters, compliance with 
various federal and state statutes relating to 
collection of claims and evidence of an ongoing 
training program for their paraprof essional support 
staff . 
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4) References from peers, clients and courts 

Attorneys and agencies alike must provide a minimum 
of 10 favorable reference from peers, clients and 
the courts with no more than five and no less than 
three from any one category. 

5) Certification as a specialist as evidence of 
competency 

In lieu of all of the above, an attorney may 
provide evidence of certification as a specialist 
in the field of creditors’ rights, collections or 
an allied field of law in order to establish 
competency, provided that certification was issued 
by an organization accredited to certify attorneys 
by the American Bar Association. 

B. CRITERIA TENDING TO SHOW EVIDENCE OF INTEGRITY 

1) Standing to practice law or perform business 
services 

Provide evidence of maintenance of licence to 
practice law and evidence that no sanctions have 
been issued against the attorney by the 
disciplinary body in any state in which the 
attorney is admitted to practice. Agencies must 
provide evidence of registration in any state in 
which registration is required for the domicile of 
the agency or in any state in which the agency 
indicates it is capable of undertaking collection 
services on behalf of the federal government and 
that no sanctions have been issued against it by 
the regulatory body in any state. 

2) Maintenance of a trust account 

Provide evidence of maintenance of a trust account. 
Regardless of whether this is required by the state 
in which the agency or attorney conducts business, 
the existence and use of a trust account is 
evidence of the company placing the client and its 
own integrity first. 

3) Indemnification to the United States Government 

Provide a bond in an amount equal to $50,000 in 
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favor of the United States Government and agree to 
indemnify the federal government for any torts 
committed or for penalties imposed as a result of 
the actions of the debt collector. In the 
alternative, attorneys may provide evidence of 
maintenance of a current listing on a reputable law 
list, provided however that the forwarding agency 
(collection or federal) refers the claim 
specifically over the law list that bonds the 
attorney. 

4) Maintenance of professional responsibility 

insurance/errors and omissions insurance 

Attorneys must maintain a minimum of $100,000 in 
professional responsibility coverage and provide 
evidence of that coverage on an ongoing basis. 
Collection agencies must provide similar evidence 
of errors and omissions coverage in a comparable 
amount . 

C. CRITERIA TENDING TO PROVIDE INFORMATION ABOUT THE 

CAPABILITIES OF THE DEBT COLLECTOR 

1) Geographic areas covered by the debt collector 

Provide information about those areas in which the 
debt collector is licensed to conduct business and 
provide a report showing the locations of debtors 
from which the debt collector has attempted 
collections and successfully completed 
collections. In the case of collection agencies, 
this information does not include those cases 
referred to an attorney for collection. The report 
should cover the five year period immediately prior 
to application for inclusion in the Registry. 

2) Types of cases handled 

Information should be provided as to the mix 
between commercial or consumer. In addition the 
specific type of claims should be detailed (e.g. 
medical claims, credit card claims; durable goods; 
floor inventory; jewelry; perishable goods; etc.). 
This should cover the five year period prior to 
application. 

3) Size of claims handled 
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A summary report analyzing the size of claims, 
including average dollar amount, range of dollar 
amounts and percentage in each quadrant should be 
provided. This should cover the five year period 
prior to application. 

4) Collection rate 

Information as to the number and aggregate dollar 
value of claims placed with the debt collector each 
year and the number and dollar value of 
collections made each year during the five year 
period prior to application should be provided. 

5) Staff size and background of staff members 

Information should be provided as to the total 
number of employees -full and part time -as well as 
independent contractors should be provided. A 
brief summary of their professional background and 
the responsibilities should be included. 

D. CRITERIA TENDING TO PROVIDE INFORMATION ABOUT COSTS 

OF SERVICES. 

1) Fees for collection 

Debt collectors should provide a copy of their 
published fee schedule regardless of whether that 
fee schedule is made available to the public. 

Debt collectors should be required to present a 
summary of the amount charged for various types of 
collection cases collected by it over the five 
years prior to application. For fees that were 
contingent in nature, the report should provide an 
average of the contingent percentage for cases 
split between consumer and commercial. In 
addition, the debt collector should detail any 
hourly or non-contingent rates indicating the 
average charged for cases billed on a non 
contingent fee basis in terms of both rate and 
amount of time billed by the debt collector. The 
debt collector should then provide information as 
to what would be charged for the collection of 
government debt. Attorneys should be required to 
provide rates they would charge for claims placed 
directly as well as for those forwarded by the 
collection agency with whom the account had been 
originally placed. 
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9. CONCLUSION 

The Commercial Law League believes that the collection 
efforts of the federal government would be enhanced if it 
expanded and made permanent the pilot program while changing 
it from a bid process to a Registry of approved debt 
collectors. The Registry would include attorneys as well as 
collection agencies. Collection agencies should be given the 
right to forward debt received from federal agencies directly 
to attorneys on the Registry with the consent of the federal 
agency. We believe that this type of process will result in 
an increased number of approved private debt collectors 
available to the federal government for enhancing its 
collection efforts, in addition, it will encourage those 
debt collectors "owned and controlled by socially or 
economically disadvantaged individuals". Finally, it should 
increase collections by reducing significantly the time the 
delinquent debt is not being pursued because of the 
administrative time of placing the claim into the collection 
process. This in and of itself should significantly increase 
the amount of cash collected by the federal government. 

The Commercial Law League appreciates the opportunity to 
provide its input and stands ready to provide any further 
information the Subcommittee may desire. 
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Mr. Horn. Well, we very much appreciate that testimony. It has 
been very helpful. Staff have had an opportunity to review the 
other testimony. Before we close, I’m going to ask each of you other 
three gentlemen to give us at least 1 minute, if there’s some issue 
we haven’t covered that you think we ought to cover. But I would 
like to ask a few questions at this time. 

No. 1 — just go down the line — do any of you have contracts with 
Federal agencies? Mr. Bernstein. 

Mr. Bernstein. No, sir, we do not. 

Mr. Horn. You do not. 

Mr. Gillespie. Yes, we do. 

Mr. Horn. Mr. Gillespie, you do. Which agencies are those with? 

Mr. Gillespie. We have GSA contracts regarding the collection 
of medical debt, medical billing and also this demand letter pro- 
gram. 

Mr. Horn. How are you compensated? Is it a contingency fee or 
an hourly rate or what? 

Mr. Gillespie. On the current contracts that we have on both 
the demand letter program and the medical billing program for 
DOD military facilities, it is a fixed price per unit contract. 

Mr. Horn. And how would — ^give me an example of how that 
would work. 

Mr. Gillespie. Well, for example, in the demand letter program, 
if a Federal agency wants to send a demand letter, for every letter 
that they want sent, it costs them 54 cents per unit. 

In our medical billing contract with DOD, if they want us to bill 
a third-party insurance account to a third party insurance carrier, 
there is a price per unit that they pay for each account that they 
send us. 

Mr. Horn. Any other things on the compensation? Are those the 
standard forms of compensation within your industry? 

Mr. Gillespie. Sir, most of the compensation in typical debt col- 
lection is done on a contingency basis when accounts get older. In 
the earliest stages of collection, in the first 30, 60, 90 days, there 
is more and more outsourcing in our industry today where large 
companies are outsourcing their entire receivable departments. In 
many cases, those contracts can be on a fixed unit cost, in some 
cases, even an hourly cost per employee. And as the accounts get 
older, many times as it gets into the later stages of collection, after 
90 days when, you know, a lot of the skip tracing and the real hard 
work begins, many times it goes to a contingency fee because it’s 
more economical for the client that way. 

Mr. Horn. What is the typical contingency fee? Does this vary 
substantially between firms or is there an average in the industry? 
What? 

Mr. Gillespie. Well, it varies depending on the type of debts 
that are — that are referred. Commercial debts, for example, tend to 
be lower in compensation than consumer debts. I would say that 
if you were to say, what is the standard rate in our industry, typi- 
cally, 33 percent to 35 percent in the consumer debt is a standard 
rate before discounts and usually 25 percent is a standard rate in 
the commercial arena. We would then look at the collectibility of 
the debt, what we think the eventual success rate would be, obvi- 
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ously, the volume that the client wants to place in negotiating con- 
tracts for lower fees. 

Mr. Horn. Let me ask Mr. Tracy, what is your practice? Do you 
have any contracts with any Federal agencies? 

Mr. Tracey. Yes. We have a contract with the Education Depart- 
ment. I guess they handle about 40 percent of the nontax debt. 

Mr. Horn. And how are you compensated by Education. Contin- 
gency fee, hourly rate, what? 

Mr. Tracey. Contingency fee. 

Mr. Horn. And what is that average fee or how is that struc- 
tured, just flat across the board or does it depend on the aging of 
the debt? 

Mr. Tracey. It is flat across the board pretty much. Most of their 
accounts are second, third, fourth placements. They have a dif- 
ferent rate per agency based on the bid process they have right 
now. They may go to a more standard rate. They have incentives 
built in, too. The No. 1 agency gets an extra 2 percent commission. 
The No. 2 agency in a region gets 1 percent and the rest get what- 
ever rate that they were charging when they evaluate collection 
agencies on the net back. 

In addition to the 2 percent and 1 percent rewards, they also 
offer the volume of placement you get on the next placement, based 
on how you’ve been performing for them. 

Mr. Horn. Any other type of fee and approach that ought to be 
used besides these two? I’ll get to Mr. Sale in a minute. But is this 
about the way we do business or is there some other way? 

Mr. Tracey. That’s about it. I think the contingency fee-based 
system is pay for performance. You either get results and you earn 
a fee or you don’t get results and you don’t earn a fee. That’s stand- 
ard in the industry and that’s what really works. Competition 
breeds excellence. Lack of competition breeds complacency. Having 
built in rewards and penalties, I think, are key to high perform- 
ance. 

Mr. Horn. Mr. Sale, how about your situation? Any contracts 
with Federal agencies, and what agencies are they? 

Mr. Sale. Yes, I represent CSC Credit Services, a computer 
sciences company here in Washington. CSC has two contracts with 
the Department of Education, a contract with the Department of 
Defense, too. 

Mr. Horn. Excuse me. I am going to have to declare a recess. 
I have a vote next door in Transportation. 

[Recess.] 

Mr. Horn. OK, the subcommittee will resume and we will keep 
going with you, Mr. Sale. 

Mr. Sale. Thank you, Mr. Chairman. As I was saying CSC Cred- 
it Services has a contract with the Department of Education for 
two of their regions out of their three regions, has a contract with 
the Department of Defense to collect debts owed to the Morale Wel- 
fare Recreation Command to the four service branches, has two 
contracts with GSA, one for govemmentwide debt collection and 
another one for medical collections. And to respond to your ques- 
tion, all of those are on a contingent fee. 

Mr. Horn. Very good. 
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Now, just in general, among you, how should the contracts be 
structured if we have contracts with Federal agencies? I mean, is 
there something we should put in the law as basic fundamentals, 
or should we simply leave it up to the agency to work it out with 
the private agencies, assuming we authorize debt collection by pri- 
vate agencies, which I think we will. Then the question we will 
have to look at is, what is the current Federal system for collec- 
tion? Should there be any differentiation between the age of the 
debt before it’s turned over to private industry — agencies? And do 
you have any just general advice on that? 

Mr. Tracey. Can I? 

Mr. Gillespie. Please. 

Mr. Tracey. My suggestion would be, you’ve got the Education 
Department over there is having a great deal of success. They’ve 
collected, brought back to the Treasury some $440 million on their 
accounts and that’s since November 1992. I tMnk that theyve got 
30 years of experience in contracting out. They’ve gone through 
their trial-and-error phases. It’s working extremely well, and I 
think it’s a good contract to be copied throughout government. 

In terms of your question about how soon they should give them 
out, we may vary slightly different here. I believe that 6 months 
the government should spend trying to collect it itself Getting the 
easiest collected accounts, worldng out some of the disputes and 
what have you, and at that point it should go out to the collection 
agencies in a competitive environment. 

Mr. Horn. How do you others — Mr. Bernstein — feel about that 
suggestion, government collects it for 6 months and if they can’t get 
the job done, turn it over to private collectors? 

Mr. Bernstein. Six months is not an unreasonable time. How- 
ever, the Commercial Law League has a little different perspective 
on it. You’ve heard many times this morning that time is what is 
important. We say around our office that debt is not like wine, it 
doesn’t get better with age. We would suggest that there be consid- 
ered the creation of what we call a registry of professional debt col- 
lectors, a prequalification, if you will, so that the government does 
not have to go through the time-consuming RFP process each time 
an agency wants to enter into a contract. 

In the private sector, there are things that we call bonded law 
lists which contain lists of attorneys who are prequalified. There is 
a bond, an insurance policy attached to protect the creditor. But 
the most important part of that is that the creditor can go to a list 
and find someone who is a professional in this industry quickly and 
easily and without taking months and months to search for them. 
There are lists of qualified, reputable collection agencies also that 
can be used. 

But our suggestion, the Commercial Law League’s suggestion is 
that in addition to requiring a program of getting the debt out to 
the private sector for collection, whether it is collection agencies or 
attorneys — and each has an appropriate place — in addition to that, 
a prequalification process, this registry process will cut the time 
substantially; and it’s time that’s most important in collecting of 
debt. 

Mr. Horn. Very interesting. 

Mr. Sale. 
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Mr. Sale. Yes, Mr. Chairman. Basically, my response to that is, 
I think what the gentleman is saying is exactly correct, how the 
private litigation of accounts should be, that they should get out 
the private attorneys as soon as possible when that occurs. 

I think that when you’re looking at collection, however, I think 
the 180-day timeframe is a good one. The subcommittee has looked 
at the issue of 90 days after it’s delinquent. That would be very 
close to 180 days as far as length of the debt, in toto, because it 
would probably take 60 to 90 days to become delinquent. 

I think what the subcommittee is looking at here, centralization, 
is exactly what’s happening in the States today. As we speak, it’s 
happening in terms of State tax collection and all other debts; and 
certainly basically what you do is you have the area of the govern- 
ment that has the core competency in debt collection and fiscal 
management, which here is the Financial Management Service. 
You have them follow their competency; and someone who is re- 
sponsible for making sure mines are correctly built and safely ad- 
ministered isn’t responsible for debt collection. That’s not their job. 
That is not their core competency, and to force them into that com- 
petency by picking their own debt collection agent and the like lo- 
cally, I don’t think that is going to work as successfully as cen- 
tralization with the model that the gentleman Mr. Tracey referred 
to, the Department of Education model, because that has worked 
very, very well. 

Mr. Horn. Mr. Gillespie, do you have a point? 

Mr. Gillespie. Mr. Chairman, I would just like to make a dis- 
tinction with respect to student loan debt versus other general 
debts of the government. In the case of a student loan debt, the ac- 
count sometimes gets more collectible 180 days after it becomes de- 
linquent, because when it becomes delinquent, the student doesn’t 
have a job. He gets a job 6 months later and then he becomes a 
wage earner. 

In many cases, I would agree with these gentlemen that 180 
days is a good time period to place those accounts. I would strongly 
suggest that you solicit some advice from FMS, who has been very 
intimately involved in the debt collection contract and trying to mo- 
tivate government agencies to place accounts earlier. This has been 
the biggest problem in the previous debt collection contracts in 
that — and one reason why the results of those contracts have not 
been as good as expected. In the private sector, it is not uncommon 
today for debts other than student loan debts to be placed within 
90 days of becoming delinquent. 

Major corporations and major credit granters recognize the fact 
that they need to get those accounts out into the hands of profes- 
sional collectors as quickly as possible in order to expedite recov- 
ery. If, for example, someone skips town and leaves no forwarding 
address, as you’ve heard here today, the sooner that we can start 
to attempt to locate that individual, the better chance we have of 
collecting the debt. 

Mr. Horn. It seems to me we’ve got some choices here in the law 
of sa 3 nng, should one agency be the clearance agency for certifi- 
cation, or through some method, such as you’re suggesting, of all 
people in the private sector that might be in for debt collection. 



252 


Now, the General Services Administration historically has sort of 
been the general services agency for the executive branch and even 
serves the legislative branch. Do you have any feelings as to 
whether Treasury and the Financial Management Service ought to 
have that particular hat, or the Office of Management and Budget, 
which represents the whole executive branch, or the General Serv- 
ices agency? I don’t know if you’ve had dealings with any of them, 
but 

Mr. Gillespie. I have some very strong feelings, Mr. Chairman. 

Mr. Horn. We are open to suggestion. 

Mr. Gillespie. I have some very strong feelings with regard to 
that, because I have worked personally with FMS over the last sev- 
eral years and found those employees to be the most dedicated gov- 
ernment employees that I have ever encountered. These people 
really care about the money that is owed the Federal Government 
and have a real passion for improving the debt collection practices 
within the government. 

They are also now up to speed on what individual agencies are 
doing and they have had collection seminars to try and train agen- 
cies on how to do a better job; and clearly, at this point, in my opin- 
ion, they would be the best choice for centralizing. 

I’d like to make one other comment, if I may, in that this is also 
a general trend in the private sector and in State governments. 
Companies that traditionally were decentralized, that had 5 or 10 
collection centers throughout the country, or 5 or 10 different 
decisionmakers, have found that because of control and account- 
ability factors and more efficiency and with the increase of tech- 
nology, centralizing those functions into one location provides them 
with many more efficiencies of scale, much more accountability, 
much more control. 

Mr. Horn. How do you react, gentlemen, to that question that 
I put to Mr. Gillespie? 

I want to start with Mr. Bernstein. 

Mr. Bernstein. Mr. Chairman, we don’t have a position as to 
which agency should do it. We think it should be centralized and 
we think there are economies that come with that. One point I 
would like to focus some attention on is, there seems to be an as- 
sumption that the debt we’re talking about can all be collected by 
collection agencies or government agencies and that’s — that’s obvi- 
ously not true. There is debt that has to go into the hands of attor- 
neys for legal action. Obviously, some of the small debts, it 
wouldn’t pay to do that; but some of the larger debts, it would. So 
there has to be a system that would allow the Federal agencies to 
not only place the claims with private debt collection agencies but 
with private counsel. 

The Justice Department’s pilot program has been working, such 
as it is. It’s our recommendation that that be expanded. It’s our 
recommendation that it be made permanent and, along with some 
of the other suggestions, that this be made mandatory. 

Mr. Horn. At what level of debt would the Commercial Law 
League have that cutoff where it would go to? I’m not saying it 
would. But among the options open to, let’s say, the Financial Man- 
agement Service, where would you draw the line? 
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Mr. Bernstein. It differs by State because of the court costs in- 
volved. Some States, an action can be filed and served for $25 or 
$35. Some States, like my own, Pennsylvania, it can get as high 
as $150 or $200. So State by State, it would have to — there would 
have to be a differentiation. 

Generally speaking, accounts under $1,000 wouldn’t be worth a 
lawsuit. In some States, that might be higher, it might be $1,500 
or $2,000. 

Mr. Horn. $1,500 to $2,000. 

Mr. Bernstein. That would be a general — a general guideline, 
depending upon the State. 

Mr. Horn. Mr. Gillespie. 

Mr. Gillespie. Mr. Chairman, if I may clarify something for a 
minute, the 5,700 members of the American Collectors Association, 
as part of their service to their clients, do litigation and actually 
work with members of the Commercial Law League and the law 
list on a daily basis litigating thousands of accounts throughout the 
country. 

The — what we see as a problem in that approach is the fact that 
if an agency of the government is going out and contracting with 
many, many, many different attorneys, they now have to set up a 
whole new infrastructure to manage that themselves. If they use 
collection companies as a conduit and let us manage it for them, 
we can still get the accounts to the attorneys in a timely fashion, 
we can provide them with reporting; we can manage the process for 
them and, in essence, make their job a lot easier. 

Mr. Bernstein. Mr. Chairman, I don’t disagree at all with Mr. 
Gillespie and that is exactly the process we would like to see. I just 
wanted to point out that eventually some of these things must go 
to attorneys and rather than having them leave the collection agen- 
cy and go back to the Federal agency and get caught up in that 
morass of regulation or distribution, we would like to see a stream- 
lined process to get to the end result, whether the collection agency 
could do it or the collection agency working with a lawyer in tan- 
dem. 

Mr. Horn. OK. 

Mr. Tracey. 

Mr. Tracey. Several issues here. First of all, litigation is not the 
best tool in collecting and the Education Department has a good 
track record with its administrative wage garnishment program 
that is much more expeditious, much more cost effective, adds no 
cost to the debtor, who has already got problems — been extremely 
effective. Most of the people we can’t get to pay, that we put in the 
administrative wage garnishment, their job is their only asset. And 
having that tool to go in and — as being proposed, hit 15 percent of 
their wages on people that refuse to pay otherwise is an excellent 
tool, much simpler, much more streamlined, much more cost effec- 
tive. It also offers resolution capabilities. They have the option to 
have a hearing. It provides a number of tools. It makes it good for 
both the defaulter and for getting the job done. I think it’s a good 
alternative. 

Additionally, you asked a couple of things here before we left off, 
and you were talking about how they contract out. The Education 
Department, when you talk about doing RFP or doing these dif- 
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ferent things, it is important to understand that they don’t contract 
out with agencies just based on whatever commission rate they are 
going to charge. There are a number of criteria when you go 
through an RFP that makes a lot of sense. They look at their finan- 
cial condition, they look at their work schedule, they look at their 
computerization capabilities, their staffing capabilities, their his- 
tory of performance, checking references and what have you. So 
they are not just randomly selecting people based on a rate, which 
they shouldn’t do. And I think they are possibly going to add on 
this next go-round — I understand they very well might. They will 
select qualified agencies and they will have some standby agencies 
as alternates in case some agencies don’t perform. 

So ED has a good history, good track record. They’ve gone 
through the trial and error. It’s working. I think it could be copied 
as far as how it is contracted out. 

Mr. Horn. Mr. Sale. 

Mr. Sale. Yes, Mr. Chairman. I want to underscore, I agree, the 
centralization model is the only one that is going to work. What the 
committee has heard this morning is, there are very disparate mod- 
els for debt forgiveness, sometimes possibly those models are cor- 
rupted by being too close to the program constituents. 

If all the debt goes to the Department of the Treasury, you’re 
taking all of those policies, all those social policies — if all the debt 
were to go to the Department of the Treasury, all those social poli- 
cies are out the window. You’re going to get consistency. You are 
going to get decisions based on sound fiscal management, not based 
upon any relationship to Members of people in the programs. So if 
you want to end the system whereby there are disparate require- 
ments and there is a writeoff tendency in some agencies and not 
in others, then you need to go with the professionals. They are 
going to make a cold, hard, financial management decision, and 
those are the people at the Financial Management Service. 

Mr. Horn. That is very helpful. 

I am going to have to declare a temporary recess. They’ve started 
another vote about 300 feet from here, so we’ll probably be in re- 
cess till about 1. 

[Recess.] 

Mr. Horn. OK. Go ahead. 

Mr. Sale. Yes, Mr. Chairman, just to finish, what I was empha- 
sizing is that centralization, in addition to making the process 
more efficient, more certain, and more economical and remunera- 
tive for the government, will have a collateral benefit in that it will 
eliminate the possibility of any abuses as we heard discussed early, 
especially from the minority side of the aisle. And basically those 
abuses are when you have program people who are making loans, 
have a constituent group, and then they decide who gets forgive- 
ness, by taking the accounts away, giving them to the green eye 
shade people at the financial management service, those decisions 
will be made on basic sound fiscal criteria, not on the basis of 
gleaning favors from program constituents through a mutual situa- 
tion whereby one helps the other. And so that will also improve 
government management and will ensure that decisions are made 
for the right financial management reasons. 

Mr. Horn. Well, that is very helpful. 
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Any other comments anyone wishes to make on that general 
area? If not, we are going to move to another area. 

I mentioned how the contract should be structured. I take it be- 
sides the contingency fee or hourly rate or whatever approach that 
is standard in the industry, is there anything else that is essential 
to be in such a contract? Yes, Mr. Gillespie. 

Mr. Gillespie. Mr. Chairman, I would recommend that the con- 
tract for collection services be a fixed fee for all companies, not be 
a competitive bid situation. And the reason for that is in collection 
services, the amount of money that is invested back into collecting 
the debt is in direct relation to the amount of revenue that the 
agency can generate in attempting to collect the debt. 

What has happened in the past with competitive bidding is that 
contracts have been let and the prices continue to get lower and 
lower and lower and lower, and pretty soon the quality aspect of 
the job is very difficult to perform. Because the amount of work re- 
quired to collect the maximum percentage can’t be achieved at that 
rate structure. And FMS has actually had conversations about that 
and talked about that and again something I think that should be 
considered. 

Mr. Tracey. I would like to add on to that. Essentially it is cor- 
rect, but it should be tied together with significant rewards and 
penalties. 

Mr. Gillespie. I would agree with that. 

Mr. Tracey. So that if you have a fixed rate, say 25 percent, and 
your No. 1 agency, say you pick 10 agencies, can earn an extra 4 
percent or some amount for being the No. 1 competitor. No. 1 in 
terms of dollars net back to the government, 3 percent to the next 
and so on, you create a very significant competitive environment to 
get those extra rewards. And you have to complement that with 
penalties at the bottom. And you also use not just in percent of re- 
wards for money, it is also dollars assigned. So that you are assign- 
ing most of your accounts to the agency giving you the best re- 
turns, which is only good common sense. So when you have a sig- 
nificant reward penalty you are dealing with, and if you have some 
alternates to back up very poor performers, the government is left 
with less options. If they have somebody that is repeatedly a poor 
performer, they can just quit giving them placements all together 
and bring on an alternative, an alternate to replace that agency 
and without going after an RFP. So the fixed bid does make a lot 
of sense. 

There is a lot of history right now, the Education Department 
says that their actual costs are in the low 20 percent, and there 
is a lot of history there where they have seen where they have had 
low bidders come in and perform very low. Ten percent of a little 
is still a very little net back to the government. Twenty percent of 
a lot, obviously that is more money back to the government. So the 
rate is a significant issue. 

Mr. Horn. I understand. I mean, I have had as a university 
president architects tell me they have to absolutely all have the 
same fees and so forth, and I realize you get some awful messes 
on some aspects of competition. Generally competition, however, is 
very good for the public interest. But there is no question a few 
people will bid very low and then steal you blind trying to work 
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their fees up through one gimmick or another, because they bid so 
low they couldn’t cover their basic costs. And I have been through 
that mess with the irresponsible bidders. 

I guess I would like to know how an agency, let’s say it is the 
Financial Management Service, makes the judgment between col- 
lectors, if you are all in for fixed fee. Is it just who said the most 
nice things about FMS in this hearing this morning, and the 30 
pretty words over the 20 words over the 10 words? I mean what 
is your criteria? 

Mr. Tracey. Well, there is — I think that there is, you know, a 
little story that sometimes history doesn’t teach us. History teaches 
us it doesn’t teach us, in many cases. But if you look at the history 
of performance from the collection agency you are selecting, there 
is a pattern there. If they performed well elsewhere, they are prob- 
ably going to perform well in this contract. So they have to look at 
the history of performance by the various agencies. 

They have to look at their financial capabilities, their staffing, 
their work schedule. They have to look at their computerized capa- 
bilities. All those factors will tell you what they are likely to do on 
the contract. And you are further protected with the reward pen- 
alty. You pay well for the person who is giving you the best return. 

Mr. Horn. I understand the reward. I am not quite clear on the 
penalty. Tell me how somebody really suffers under that fixed fee 
if they don’t produce? 

Mr. Tracey. Well, they don’t get any extra fee. No. 1. Your bot- 
tom 60 percent of your agencies, say it is 10, would get no extra 
fees, and also your bottom agencies would get no future placements 
until they bring their recovery up to speed. 

Mr. Horn. So that based on a percent of recovery, then? 

Mr. Tracey. Correct, it is a percent of recovery, which is what 
is important. It is the percent of dollars you are recovering that 
makes the most significant impact in terms of return to the govern- 
ment and so if their percent of recovering the dollars that has been 
placed with them is significantly lower than the other people, those 
agencies have to come up to speed. They get no future placements. 
And if they don’t come up to speed, they get a warning and then 
you bring in an alternative agency to replace them if they are not 
giving the government the return it deserves. So it is a self — it 
takes care of itself, the whole system. 

Mr. Horn. How many potential collectors do we have in this 
country? 

Mr. Gillespie. 5,700 members of the American Collectors Asso- 
ciation. 

Mr. Horn. And how about for the ones that aren’t members that 
might be doing a good job, how do we 

Mr. Bernstein. Mr. Chairman, the Commercial Law League has 
almost 5,000 members. 

Mr. Horn. So we have got now 10,700 that are potential collec- 
tors here. 

Mr. Bernstein. At least. 

Mr. Horn. What is beyond that that aren’t in either of your orga- 
nizations? 

Mr. 'Tracey. There is not much. 

Mr. Gillespie. No, there really isn’t. 
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Mr. Horn. Not 50,000? 

Mr. Bernstein. No. 

Mr. Horn. So just give everybody sort of 100 million to worry 
about. 

Mr. Bernstein. Well, Mr. Chairman, that was sort of the idea 
behind the Commercial Law League’s recommendation of the reg- 
istry. 

We also in our written testimony that has been submitted have 
a list of 18 or 19 different criteria that would tend to show integ- 
rity, competence, things like maintenance of a trust account, an au- 
diting ability, experience, references, things like that, that would 
let the government know that they are not buying a pig in a poke, 
so to speak. 

Mr. Horn. All right. So what degree would however often an in- 
dividual collector, be it an attorney or nonattorney, was sued and 
lost, for shall we say reprehensible harassment and practices? I 
read a case the other day that I couldn’t believe, a couple of million 
dollars going to a victim. She had been harassed at work for not 
paying her debts and so forth and so on. 

Mr. Tracey. That certainly should be a factor, yes, that is one 
of the criterion. ED, as a matter of fact, to answer this question, 
when they went out for their bids the last few times, they have had 
the same issues. There was always the Law League personnel, 
there is always the ACA people, there is always these tens of thou- 
sands of people who can bid. The fact of the matter is their bid is 
restrictive enough and requires such compliance that the vast ma- 
jority of people are incapable of bidding on a contract of this mag- 
nitude. i^d so they end up with just, I don’t know what it was any 
more, 100, 200 people max would bid on a contract of this nature. 
Because they can’t handle it. And so I don’t think that is really as 
big an issue as it might seem on the surface. But certainly, the rep- 
utation and any legal practices and those kind of things should and 
would be held against them. 

Mr. Horn. Yes, sir, Mr. Sale. 

Mr. Sale. Yes, Mr. Chairman, every government contract I have 
seen requires disclosure to the government of security and clients. 
So your clients with the Federal Debt Collection Practices Act, the 
Privacy Act, and in some cases with the Internal Revenue Code, 
has to be disclosed today, and I have seen that audited. I have been 
with Federal officials from Treasury and General Services Adminis- 
tration when they have audited security and compliance disclosure 
by a contractor. So I think the government does t^e that very seri- 
ously. 

Mr. Horn. Well, I am interested in your touching on privacy, be- 
cause one of the questions I was going to ask you is what pre- 
cautions do you take to ensure that debtor privacy is not violated? 
What are the penalties for violating those provisions? 

Mr. Sale. Yes, I think that is a very good question, Mr. Chair- 
man. I think the way the statute is written today provides a very 
good safeguard. The Privacy Act as we look at it today treats the 
employees of a private collection agency, contracted by the govern- 
ment, as Federal employees. For that purpose alone, for purposes 
of coverage by the Privacy Act, what does that mean? 
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It means the private collection agency employee is subject to the 
same criminal and civil penalties as any government for breach of 
that privacy. The contractors in every contract I have ever seen, 
and I probably have seen 20 or 30 Federal collection contracts, 
have been required to provide training on the Privacy Act. 

There is another statute involved that the agencies also disclose. 
Some Federal agencies go to the IRS already, as we speak, to find 
out the debtor’s last address. That address is gained from the in- 
come tax return filed in the last year by the debtor. That is called 
the IRS locator service. It does a match on three things: social se- 
curity number, name, and address. The agency then has the ability 
to give that information over to the contractor, the private collec- 
tion agency. 

The Department of Education has been so successful because 
they have routinely used that service and they turn that informa- 
tion over to the collection agency. They then advise the collection 
agency that you are now subject to the strictures of the Internal 
Revenue Code. 

So I also do training for CSC in this area and every other con- 
tractor must do the same. The contractor for the private collection 
agency is subject to the same penalties under the Internal Revenue 
Code, including criminal penalties and a felony with imprisonment 
up to 5 years if that information were wrongly disclosed. As some- 
one here mentioned, there has been no documented breach of the 
Privacy Act or the Internal Revenue Code in the 15 years that pri- 
vate collection agencies have represented the government, even 
though tens of millions of accounts have been placed. 

Mr. Horn. In other words, if you knew of a debt by, say, an ex- 
student who is now 2 or 3 years out into the work place, and you 
are trying to collect, it would be a violation of the law if you told 
even her mother, or her father, or whoever, that she has a debt? 
Who could you tell, anyone? 

Mr. Sale. You only could tell an attorney or a spouse with the 
written approval of the debtor. Or if the debtor has someone like 
a guardian ad litem, they had been hurt in an accident, something 
like that, if someone shows you legal papers because the individual 
is incapacitated, but that sort of proof is required by contract and 
regulation under the agencys provisos. 

Mr. Horn. In other words, you could only seek contact with the 
debtor and tell her the reason, nobody else? 

Mr. Sale. Absolutely. 

Mr. Horn. If you did, you are subject to a little bit of trouble? 

Mr. Sale. Absolutely. And when you are calling, you don’t dis- 
close information, you get information, if you are trying to locate, 
for example. Yes, that is exactly right, Mr. Chairman. 

Mr. Horn. Yes. 

Mr. Bernstein. Mr. Chairman, that kind of conduct is also pro- 
scribed by the Fair Debt Collection Practices Act, which we have 
all been living under for several years and seems to be working to 
curtail that kind of activity. 

Mr. Horn. Now, speaking of the Fair Debt Collection Practices 
Act, is there any difference between that and the Taixpayer Bill of 
Rights? 

Mr. Tracey. Yes. 
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Mr. Horn. What is the difference? 

Mr. Tracey. Well, the Fair Debt Collection Practices Act has 
more areas, more specificity probably, than the Privacy Act. The 
collector has — can’t disclose information to any third parties, we 
have already covered that. When we notify on the first notification, 
and in every communication, we have to notify the debtor of either 
the mini Miranda or the Miranda. And that means that on the first 
contact, you have to give the debtor 30 days to dispute the debt be- 
fore any further action is taken. All written correspondence must 
include the amount of the debt, the name of the original creditor, 
the full name and address of the collection company. The collector 
must also indicate the collector is attempting to collect a debt. 

In every telephone contact with a debtor, the debtor can only be 
called between 8 a.m. and 9 p.m. local times. Debtor may not call — 
collector may not call a debtor when it is known to be inconvenient 
for the debtor. If the debtor — if the collector is told to cease contact 
in writing by the debtor, the collector can no longer contact the bor- 
rower. 

There is harassment provisions. They can’t engage in any harass- 
ment activities. They can’t engage in any threats such as threaten- 
ing to file suit unless they intend to do so. And the penalties are 
rather significant. 

So we take it very seriously. Every collector comes into our firm, 
that is the first thing we teach them. They learn about the laws 
and rules and regulations; they are tested. If they don’t pass the 
test, they can’t work in our company. If anybody violates the act, 
they are subject to being fined individually, because the Fair Debt 
Practices Act allows them to be fined individually, as well as termi- 
nation. And we have had to terminate collectors for breaches in the 
past. 

Mr. Gillespie. Mr. Chairman, if I may just add to that state- 
ment, the companies represented here today and most of the firms 
represented by the American Collectors Association take great 
pride in the fact that we spend thousands, tens of thousands of dol- 
lars collectively training our employees. There is probably more 
training that goes on to do a bill collection job up front than goes 
on to do lots and lots of other jobs out there in industry today. The 
average time in many companies before a collector makes his first 
telephone call may be 2 to 3 weeks or longer. And they have to 
pass tests. 

In our company, for example, there are three tests that the col- 
lector must pass before we ever let that collector get on the floor. 
We use close supervision techniques in our industry. Supervisor-to- 
collector ratio may be 1 to 10 people. Those supervisors are there 
to make sure that, first of all, they assist the person in doing their 
job, and, second, to monitor that person. These are very basic 
things in the collection industry and, you know, these gentlemen, 
myself, I am sure I have been in this business 17 years, and in fact 
when I entered this industry, it was when the FDC — FTCPA was 
passed. I can tell you from both a small company perspective and 
a large company perspective, that these laws are taken very seri- 
ously. I take offense to coming here today, as someone who is very 
proud of his profession, and picking up a statement and the first 
thing it says is horror stories about abuses. Those are scare tactics 
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that are employed against our industry, that quite frankly I do not 
appreciate. 

On the other hand, I have some comments from clients. And I 
don’t read these in the testimony for our company, but as an exam- 
ple, but we could bring many, many examples before you today of 
the 32 State governments that currently use collection companies, 
and all the private sector companies that use collection companies 
today. 

Mr. Horn. We are going to have to recess a few minutes. We 
have a vote under way. I shall return. 

Mr. Gillespie. I will finish up right now. For example, one of our 
State clients — I am sorry. 

Mr. Horn. We will be back. 

[Brief Recess.] 

Mr. Horn. The subcommittee will resume. 

And did I catch you in the middle of a sentence? 

Mr. Gillespie. Yes, sir. 

Mr. Horn. Finish the sentence. 

Mr. Gillespie. Sorry, Mr. Chairman. 

Mr. Horn. We won’t have that interruption any more. The Com- 
mittee on Transportation and Infrastructure has finally passed its 
bill and adjourned. So please proceed. 

Mr. Gillespie. Thank you, Mr. Chairman. 

The point that I was attempting to make was that there are 
many positive aspects of utilizing private collection firms, and I 
would just like to read a few comments received from State govern- 
ments in areas where delinquent taxes are being collected. We ap- 
preciate the many reports, information supplied, time spent, pa- 
tience, and most important, the extra care you have shown in pro- 
fessionally dealing with our taxpayers. Your people have been un- 
derstanding of our needs to have delinquent income taxes collected 
in a manner which would provide results but at the same time not 
elicit any undue taxpayer complaints. And the important thing 
here, Mr. Chairman, is that 

Mr. Horn. I will be glad to have the rest of those go in the record 
in the interest of time. I have got a few more questions. 

Mr. Gillespie. Thank you. 

Mr. Horn. Just file them with the clerk. 

Go ahead on your comments. 

Mr. Gillespie. The interesting thing there is that this is not in- 
dicative of our company, but it is indicative of our industry. And 
we work very hard in our industry to put forth a positive, profes- 
sional image at all times. And, you know, we are working very dili- 
gently to make sure that those isolated cases are a thing of the 
past. 

Mr. 'Tracey. In reference to your question about the Taxpayer 
Bill of Rights, there is one major difference. If a debtor is harassed 
or something happened with the Federal Government, they are — 
they can sue up to $100,000. If it happens in the private sector, as 
you saw in the El Paso, TX, case, it was millions. So we take these 
kind of complaints or any wrongdoing very seriously. We just can’t 
have it. 
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Mr. Horn. If you were under contract then, you say, with the 
Federal Government, you would be protected by the Federal law on 
that, or you suddenly become unprotected? 

Mr. T^CEY. No, we are still unprotected. We still have to adhere 
to the Fair Debt Collection Practices Act. 

Mr. Horn. OK. And have you had any very high claims recently 
with your firm, say, on handling that government contract, with 
the Department of Education? 

Mr. Tracey. No, absolutely not. 

Mr. Horn. OK. Let me ask one last question. And it is of you, 
Mr. Tracey. Explain to me the benefits of allowing agencies to gar- 
nish the wages of debtors, and how successful has that been in the 
case of Department of Education claims? 

Mr. Tracey. It has been tremendously successful. Of the people 
that we can’t get to pay voluntarily, 95 percent of the people that 
we go to administrative wage garnishment, the job is their main 
asset. We are collecting between 85 and 90 percent from people 
that we move to administrative wage garnishment. A lot of them 
just because the mere suggestion that we are going to do it, they 
get a letter, they have 30 days to respond, we have an administra- 
tive law judge that holds a hearing and what have you where they 
resolve disputes, a lot of disputes are resolved with us prior to the 
wage garnishment. And the employers have been extremely cooper- 
ative in actually sending us thank you letters and telling us what 
a great thing it is and so forth. So it has been working very well. 
And there is no balance limits and there is no cost to the employer 
added on. 

Mr. Horn. OK. Let me ask two last questions, then. I promised 
a reaction if any of you have it to Mr. Tobias’ testimony. 

You heard the emphasis on letting government employees collect 
and the fact that more money could be returned to the Treasury 
and thus solve some of our balance of payment or debt deficit and 
get a balanced budget out of that result. Because of the fees, they 
claim, are less. Do you have any reaction to that? 

Let’s start right down the line, Mr. Bernstein. 

Mr. Bernstein. Well, Mr. Gillespie indicated earlier that he had 
calculated that the fee average, the average cost for collection agen- 
cies was less than that, than Mr. Tobias is suggesting. I will — my 
other reaction is, there is $70 billion of tax debt out there that is 
not being collected. And I am not sure personally that the solution 
is throw more money at it, putting it out on contingent fee doesn’t 
cost the government any more. 

Mr. Horn. OK. Mr. Gillespie, any thoughts? 

Mr. Gillespie. In following up on that, Mr. Chairman, I guess 
I am appalled personally as a taxpayer that the IRS’ attitude to- 
ward thus whole thing is that they are above everyone else in the 
government. And based on the history since 1990 of $750 million 
being appropriated for additional steps, and yet the delinquency 
rate continues to rise every year, we keep hearing it is getting bet- 
ter, it is getting better. But yet, it is not. 

And the other thing that is very disturbing is that Congress ap- 
propriated, I believe, $13 or $15 million for a pilot project which 
the IRS just decided they weren’t going to do. There was a perfect 
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opportunity for the IRS to have a fair test between collection agen- 
cies and their employees. 

What we in the collection industry would ask, Mr. Chairman, is 
that we be given the opportunity in a fair, competitive basis, and 
the word “fair” is very important, because if we are going to do a 
good test, then we have to have the same kinds of accounts that 
the IRS employees have to collect. But all we are really asking for 
is the chance to prove to the Federal Government that we can do 
the job more effectively and at a better cost. 

Mr. Horn. Very good. Mr. Tracey. 

Mr. Tracey. We all know for a fact that no world records are set 
in a one-man race. And the IRS, for example, doing their own col- 
lections, what do you compare their success against? Out in the pri- 
vate sector, where you have heavy competition, you can measure 
performance. And competition breeds excellence. Lack of competi- 
tion breeds complacency, and life is just that simple. And I think 
that speaks for itself. 

Mr. Horn. Mr. Sale. 

Mr. Sale. Yes, Mr. Chairman, I think the GAO report on 
canvasing State collection efforts was very effective and did show 
in a vast majority of the States that it was cost effective to contract 
out. I think the IRS is unfortunately taking the all or none or us 
against them approach, or at least the employees union is, and that 
need not be the case at all. They have got a finite number of em- 
ployees, they have got a finite amount of resources. It is clear they 
are not going to be able to collect the very old or the small balance 
debts, but they insist that those not be contracted out to a private 
collection agency. It certainly makes no sense that those debts that 
they have absolutely no ability to get to, or that are very low on 
their priority list, that those debts remain in house to be simply 
unworked. So it certainly would help the IRS and would augment 
their collections if they would simply give the oldest and the lower 
balance accounts to private collection agencies and prioritize their 
work in house. 

I don’t see that employees have to be let go; I don’t see that re- 
sources have to be shifted. It never helps the private sector if an 
agency guts its own collection program to contract out, because 
then there is no one then to coordinate the work coming out to the 
contractor. So I don’t believe that is what anyone here is advocat- 
ing. I don’t believe it is in the interest of the people at the panel 
here. But I do believe that the IRS could work with the private sec- 
tor, knock down that backlog to a great extent simply by getting 
rid of its oldest and lowest balance accounts that it can’t work any- 
way. 

Mr. Horn. You suggest to me an interesting idea here. And I 
wonder what you think about it. Years ago, how many I am not 
sure, before my time, which is 2^2 years ago in this august body, 
the Navy decided on a split and Congress agreed between private 
and public shipyards, of X amount of percentage. Now the Navy 
has violated that regularly since the law doesn’t seem to apply to 
the Navy. But — and I would just raise this with this group. I mean, 
suppose we said it had to be 50/50? I mean, if you got an estab- 
lished government collection program and it is working, fine, you 
do 50 percent of it. But maybe what we ought to say at least 50 
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percent ought to be contracted out to private agencies. How does 
that strike you? 

Mr. Sale. Well, it strikes me very well. You have a situation 
where they had $115 or $117 billion last year, $50 billion of that 
was written off. We are still looking at $70 billion. There is simply 
not — they don’t have the systems to get at every account every day. 
The people here at this table, they have systems that give them, 
pulling together credit bureau reports, data base reports, all sorts 
of logistical information on each and every account that the con- 
tractor pays for. And you heard the gentleman say that they can’t 
pull up any contact — any taxpayer information while they are try- 
ing to collect an account. So some sort of division that could test 
what they are saying certainly makes sense, whether that is 50/50 
or 60/40. That would draw the line, and I think you do need to 
draw a line. 

I think the problem is if you say give them your lowest and old- 
est accounts you are not working, they are not going to give you 
anything, they are going to claim they are working everything. But 
if you say 50 percent, let them pick it, then they will end up giving 
you their oldest and lowest balance accounts, which are their low- 
est priority. It gets the contractor somewhat of a disadvantage be- 
cause the contractor has accounts hardest to collect. But I think 
this industry is willing to accept that challenge. 

Mr. Horn. Let me now ask the very last question. And that is, 
I said I would give you 1 minute at the end for anything you think 
we ought to know and have been too dumb to ask it, tell us. And 
you got 1 minute do it in and I am going to go backwards this time. 
Mr. Sale, you are first at bat. 

Mr. Sale. Thank you. Mr. Chairman, I think this has been a tre- 
mendous hearing and I just would like to stress, to the extent we 
have digressed into IRS, I don’t think that should be the total 
focus. If you look at nontax debt, as we speak, no more than 13 
percent of that debt is ever attempted to be collected by a private 
collection agency before it is written off. In the private sector, any 
business that only gave 13 percent of their debts to a collection 
agency before writing them off would not long be in business. They 
would be mismanaging their receivables and they would be out of 
business very quicldy. 

I think of the tools you are looking at a good start was the Debt 
Collection Act of 1982. I think that needs to be expanded to include 
the tools that they have over at the Education Department. Admin- 
istrative wage garnishment is a very, very good start. I think now 
the tools are discretionary. There is no requirement in law that the 
agencies use them. 0MB and FMS and GAO have been fighting for 
years to get the agencies to use these tools and they won’t use 
them. I think it has to be mandatory, across the board, that they 
use all the debt collection tools, not simply authority. The current 
statute gives authority, that is ineffective. You have to make it 
mandatory. 

Last, I would just say that by the universal application of the 
tools and by expansion of the tools, you can collect the money. It 
has been proven to date that based on all placements with contrac- 
tors the average recovery by a private collection agency is in the 
neighborhood of 10 percent. It may not sound like much, but you 
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have got to realize they have gotten the oldest debt, oftentimes 
written off debt. It is usually — ^for example, the Education Depart- 
ment, we have heard how good that has been happening. It is 8.75 
per placement. They place an average of three times. But before it 
got to these contractors, the school had to use a private collection 
agency, the lender had to use a private collection agency, and the 
guarantee agency had to use a private collection agency. All re- 
quired under due diligence. Still the Department of Education gets, 
from contractors, 8.75 and places that an average of three times. 
I don’t know if that is doable governmentwide. I think 10 percent 
is on the numbers we are talking about here. It certainly can add 
to the deficit reduction. Thank you. 

Mr. Horn. We thank you, Mr. Sale. That is in the House known 
as a long minute. Mr. Tracey. 

Mr. Tracey. Thank you, Mr. Chairman. Couple things I would 
like to touch on is the 50/50 kind of runoff or contest with the IRS. 
Certainly proof is in the pudding, we will find out what works bet- 
ter. Other agencies, probably 100 percent there, because I don’t 
think you are going to get the same issues you have with the IRS. 

In terms of information we need or possible Privacy Act disclo- 
sures, those kind of things, we need the name, the address, phone 
numbers, the employer, the amount owed, type of debt it is. We 
don’t need all the other stuff that somebody is worried about us 
disclosing. That is what we need. 

As far as what information the government can do to help us get 
that information, we would like to have those — they can certainly 
access IRS data base to get some of that address, current addresses 
or employers or what have you, the Department of Labor, and 
HHS. That would be sources that would be helpful in giving us 
some information to be more effective. 

Mr. Horn. Very good. Mr. Gillespie. 

Mr. Gillespie. Mr. Chairman, I have nothing more to add to my 
statement and I will give up my minute to 

Mr. Horn. Mr. Bernstein can add it on to his. 

Mr. Bernstein. Thank you, Mr. Chairman. We covered a lot of 
ground here today, and I think you have heard from the private 
debt collectors that there are tools that they can provide, there are 
things that should be concentrated on. The timeframe of getting 
these accounts out into the collection stream, whether it is inside 
or outside, that is critical. Providing more tools for the government 
is also crucial. The collection agencies can do that, working in tan- 
dem with the attorneys. More and more of this debt can be col- 
lected at less and less cost to the government. And I think that is 
really the focus of what you have heard from this panel. Thank 
you. 

Mr. Horn. Well, we thank all of you. Particularly grateful you 
would take the time and tolerate all the interruptions we have had 
between floor votes and committee votes. We made it through it 
and we thank you for the knowledge you bring to this legislation. 
And we shall take appropriate action. We are hoping this measure 
will move fairly rapidly since it is bipartisan and ought to be non- 
controversial, when you are talking about saving billions of dollars 
for the taxpayers. Although some taxpayers are going to be paying 
that. So there is an irony there. 
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I want to thank the staff that worked on this hearing, to my im- 
mediate left is Mark Brasher, professional staff member on the 
subcommittee, who has had the primary responsibility; J. Russell 
George, the staff director, overall responsibility; Anna Young, pro- 
fessional staff member; Tony Polzak, legis fellow with us for a year; 
Cheri Tillett, assistant chief clerk of the full committee; and Cissy 
Mittleman, a professional staff member of the full committee 
helped us immensely; Dan Lickel, our faithful intern, who we hope 
will return to college with some knowledge of Congress that doesn’t 
discourage him from ever studying politics any more. 

And then on the minority staff, very able staff of David McMillen 
and Mark Guigon. And needless to say, we thank our two report- 
ers, Donna McCalley and Sara Watt. Thank you very much. The 
meeting is adjourned. 

[Whereupon, at 1:41 p.m., the subcommittee was adjourned.] 

[Additional information submitted for the hearing record follows:] 
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Mr. Chairman, members of the sub-committee, I am Gerald M. 
Stern, Special Counsel for Financial Institution Fraud for the 
Department of Justice. The Attorney General has designated me to 
oversee the Department's efforts in debt collection. I 
appreciate the opportunity to provide testimony to the Committee 
on the Department's debt collection programs and the effect of 
H.R. 2234, the Debt Collection Improvement Act of 1995, on the 
Department. The Department of Justice strongly supports this 
bill, which, we are pleased to note, you elected to sponsor, Mr. 
Chairman, along with an impressive, bipartisan group of 
cosponsors, including Ranking Member Maloney. I would like to 
address specific provisions of particular importance to the 
Department . 

BACKGROUND 

The Department of Justice has multiple debt collection 
responsibilities. On the civil side the Department is the 
collector of last resort. After a debtor has failed to pay an 
agency and the agency's efforts to collect are unsuccessful, the 
agency may refer the matter to the Department for litigation and 
enforced collection. The Department will file a law suit and 
obtain a judgment. Once a judgment is obtained the debtor is 
given the opportunity to pay voluntarily. If this does not 
occur, or if the debtor after starting to pay voluntarily again 
defaults, the Department uses the postjudgment remedies provided 
by the Federal Debt Collection Procedures Act of 1990, 28 U.S.C. 

S 3001, et seo . ■ to enforce the judgment. These include 
garnishing wages and bank accounts. In addition, in appropriate 
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cases, the debtor's property may be seized by the United States 
Marshal and sold to pay the debt. 

Virtually any agency program may generate a debt to the 
United States, and the Department of Justice may be called upon 
to enforce collection of that debt. Examples of debts currently 
being enforced by the Department include loans to health care 
professionals guaranteed by the Department of Health and Human 
Services, commercial and disaster loans guaranteed by the Small 
Business Administration (SBA) , overpayments of benefits by the 
Department of Veterans Affairs (VA) , home improvement loans 
guaranteed by the Department of Housing and Urban Development 
(HUD) , mortgage loans guaranteed or insured by VA, farm loans 
made by the Department of Agriculture and student loans 
guaranteed by the Department of Education. The Department also 
enforces civil penalties imposed pursuant to statute, including 
mine safety violations, airline safety regulations and employer 
sanctions for immigration law violations, to name just three. In 
addition, the Department enforces judgments for fines and 
restitution imposed in criminal cases. Usually the Department 
enforces these criminal debts in the same manner as a civil 
judgment. Thus, the provisions in this bill will assist the 
Department in collecting criminal, as well as civil debts. 

PRIVATE COUNSEL DEBT COLLECTION 

Included in HR 2234 is a provision' to amend Title 31, 

United states Code to make permanent the authority of the 

' Section 1101 
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Attorney General to hire private law firms to collect civil debt 
due the United States and to remove some of the restrictions on 
this authority. The Federal Debt Recovery Act of 1986^ gave the 
Attorney General the authority and required the development of a 
pilot program to contract with private counsel to collect 
delinquent nontax civil debt owed to the United States. Private 
counsel are currently employed in 12 judicial districts, with an 
additional district in the procurement process. The 
authorization for this program will expire on September 30, 1996. 

In its September 14, 1994 report on the Private Counsel 
Pilot Program, the General Accounting Office (GAO) , found that 
the pilot program has generally been a successful and 
cost-effective tool in collecting nontax civil debt.’ 

The pilot project was also audited by the Department of 
Justice's Office of the Inspector General, which found that the 
Department satisfied the contracting provisions of the Act, that 
private counsel participants collected a significant amount of 
debt owed to the United States, and that private counsel 
augmented the debt collection activities of the United States 
Attorneys' offices in a cost-effective manner.* 

In its report, the GAO recommended that the Congress give 
the Attorney General permanent statutory authority to contract 

’ Pub. L. N. 99-578 

’ Civil Debt Collection, Justice's Private Counsel Pilot 
Program Should Be Expanded (GAO/GGD-94-195, September 1994) . 

* Audit Report, The Department's Private Counsel Debt 
Collection Program, (95-26, June 1995) . 
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with private counsel to collect delinquent nontax civil debt on 
an as needed basis. The GAO also recommended removing certain of 
the restrictions on the pilot program under existing law. 

HR 2234 adopts both of these recommendations. 

Under the pilot program, the Attorney General may only 
contract with private counsel in 15 judicial districts. The 
program can not be used to assist all United States Attorneys. 

If there were, for example, a nationwide influx of student loan 
referrals from the Department of Education, only a small number 
of districts could look to private counsel for assistance. Each 
United States Attorney should have the opportunity to use this 
program when it would enhance the district's debt collection 
efforts. The bill resolves this problem by authorizing the 
Attorney General to contract with private counsel in all 94 
Federal judicial districts. 

In the pilot districts, the Attorney General is currently 
required to use her best efforts to enter into at least four 
contracts with private counsel in each and every district in 
which she wants to use private counsel to help the United States 
Attorney collect delinquent nontax civil debts. The bill removes 
this limitation. The private counsel firms each need a 
relatively large volume of new referrals to ensure profitable 
operations. The number of cases referred to Justice by the 
Federal agencies each year is not predictable, and may not result 
in sufficient volume to attract four private counsel firms in 
each district. HR 2234 authorizes the Attorney General to assess 
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the needs of each district, and to contract with as many, or as 
few, firms as may be justified by the volume of the district's 
nontax civil debt. This gives the Attorney General the 
flexibility she needs to maintain a successful private counsel 
program under the authority provided by the bill. 

Recently, your colleagues on the Budget Conference Committee 
suggested "that the appropriate committees of jurisdiction look 
into implementing a program that follows the General Accounting 
Office's recommendation to expand the Department of Justice pilot 
program to all federal judicial districts and to allow the 
Attorney General to contract with private counsel firms on an as 
needed basis to collect delinquent debt."* For these reasons, we 
request that Congress enact the proposed legislation and grant 
the Attorney General permanent authority to hire private counsel. 

NONJUDICIAL FORECLOSURE 

There is an additional provision of the bill* that I would 
like to address today. The bill adds a new subchapter to Chapter 
176 of Title 28, United States Code, the Federal Debt Collection 
Procedures Act (FDCPA) of 1990. This new subchapter will permit 
Federal agencies to foreclose mortgages nonjudicially when 
foreclosure is appropriate. Approximately one-half of the States 
and the District of Columbia provide for nonjudicial foreclosure 
of security property. This new subchapter will permit Federal 


’ 104th Cong. , 1st Session, Cong. Rec. H 6298 (daily ed. 

June 26, 1995) . 

* Section 1201 
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agencies to foreclose without referring the matter to the United 
States Attorneys for litigation and judicial foreclosure. 
Similarly, sales would not need to be conducted by the United 
States Marshals. 

The nonjudicial foreclosure provision in the bill provides a 
vehicle for promoting judicial economy and reducing litigation in 
the Federal courts. Each year the Department of Justice files 
more than 5,000 foreclosure actions in the United States District 
Courts on behalf of Federal agencies. While few foreclosures are 
contested, the impact of these filings on the Federal bench is 
significant. The Federal Rules of Civil Procedure mandate 
scheduling conferences and oversight of the status of litigation. 
Judgments must be entered, and the mechanics of the sale must be 
incorporated in court orders. Reports of sale must be reviewed, 
and sales must be confirmed by the courts. These proceedings are 
routine in nature, but they nonetheless consume judicial 
resources and extend the time needed to foreclose on security 
properties. States that provide for non judicial foreclosure have 
virtually eliminated these costly burdens on their judicial 
systems without adversely affecting the rights of mortgagors, or 
the validity of foreclosure sales. The bill similarly reduces 
Federal litigation, and promotes more efficient use of judicial 
resources. Under HR 2234, United States Attorneys' resources 
also may be more effectively used for debt collection or other 
priorities of the Attorney General. 

The bill is modeled on an existing Federal statute that 
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authorizes nonjudicial foreclosure of mortgages held by the 
Department of Housing and Urban Development (HUD) on multifamily 
dwellings.’ The provisions of this bill are largely comparable 
to the HUD statute, but each provision has been adapted to meet 
the government-wide objectives of this legislation. The bill 
creates an additional foreclosure remedy that will be available 
to all Federal agencies for any Federal program that authorizes 
agencies to secure debts with mortgages. The bill will provide 
the Federal agencies with simpler, more streamlined procedures 
for the foreclosure of their mortgages. The bill authorizes 
deficiency judgments, and it preempts rights of redemption that 
might otherwise be available under other Federal and State laws. 

The Federal agencies typically have program-specific 
forbearance regulations that provide substantial rights to 
debtors if they default on their mortgages. Counseling, reduced 
or deferred payments, moratoriums, reinstatement agreements and 
recasting agreements are among the alternatives offered to these 
debtors. Under these regulations, the debtors are offered 
numerous opportunities not only to challenge notices of default, 
but to cure their defaults prior to acceleration and foreclosure. 
The bill does not modify or limit the applicability of these 
Federal program requirements in any way. Once a determination 


’ Multifamily Mortgage Foreclosure Act of 1981, 12 U.S.C. 

§§ 3701, et sea. The 103rd Congress enacted similar legislation 
for the nonjudicial foreclosure of HUD single family mortgages. 
Single Family Mortgage Foreclosure Act of 1994, 12 U.S.C. SS 
3751, et sea. The draft bill would extend this authority to all 
Federal agencies. 
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has been made that foreclosure is the only viable means of 
resolving the indebtedness or other default, the bill provides 
simple and inexpensive procedures for accomplishing this. 

Federal mortgage lending programs have a substantial effect 
on the national economy. The underlying purpose of many Federal 
lending programs is to ensure the availability of safe and decent 
housing for qualified individuals. Security properties are 
frequently abandoned by defaulting mortgagors. Once abandoned, 
security property is at much greater risk from vandalism and fire 
loss. Security properties that are not abandoned often 
deteriorate from lack of adequate maintenance. Owners of 
neighboring properties, who may be honoring their own mortgage 
commitments, find their property values declining, and also 
become vulnerable to vandalism and related criminal activities. 
Vandalism, waste, fire loss and inadequate maintenance of 
security properties reduce the Nation's housing stock. The 
impact of this loss is greatest on the housing stock that can be 
made affordable for persons of limited means through Federal 
assistance. The bill limits the amount of time that security 
properties are subject to these risks and promotes the Federal 
interest in preserving and protecting the Nation's housing supply 
by streamlining the foreclosure process. 

The United States incurs costs during the pendency of 
judicial foreclosure proceedings that are often paid by the 
Federal taxpayers. Property management, repair and maintenance 
expenses are incurred when the Federal agencies attempt to 
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minimize damage to the properties during foreclosure litigation. 
In addition, many Federal agencies are liable for State and local 
real estate taxes under waivers of sovereign immunity, and 
significant funds are expended each year to meet these financial 
obligations. More timely foreclosure will reduce these expenses 
and provide the Federal agencies with additional funds for loans 
to qualified individuals. 

Nonjudicial foreclosure is cost-effective, conserves scarce 
resources and promotes the economic objectives of Federal loan 
programs. Enactment of this proposal would benefit the 
Department of Justice and add an important debt collection tool 
for creditor agencies. 

ADDITIONAL PROVISIONS 

In addition, the Department supports and looks forward to 
the enactment of many other provisions of the bill. We believe 
that the bill will expedite referrals of delinquent debt to the 
Department for litigation. Statistics from the Department's 
Nationwide Central Intake Facility show that in more than 30 
percent of the cases the debtor had defaulted more than five 
years prior to the referral to the Department.' Shortening the 
time between default and referral to the Department will enable 
the Department to pursue assets before they are hidden or 
dissipated. 

The bill also addresses another important and recurring 

• The debtors' date of default appears on 50% of the Claims 
Collection Litigation Reports (CCLRs) received by the Nationwide 
Central Intake Facility. 
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problem: the United States is often both a creditor and a debtor. 
For example, we may have a judgment against a Government 
contractor who is receiving progress payments under a different 
contract. The United States has traditionally enjoyed the same 
right of offset as any other debtor. In order to offset, 
however, the government needs to know that it is owed a debt 
prior to issuing a payment to the debtor. The size and 
complexity of Federal payment operations today make it difficult 
for the government to exercise this right. The exception to this 
is the IRS Tax Refund Offset Program in which the Government has 
the information it needs to offset the amount of a Federal debt 
prior to issuing a tax refund. The IRS Tax Refund Offset Program 
assisted the Department of Justice by collecting almost 2 million 
dollars in criminal debt in fiscal year 1994 and 2.7 million 
dollars in civil debt. Neither the Department of Justice nor 
other executive agencies have this same access to information 
when the debtor is a Federal employee or the recipient of other 
types of Federal payments. The bill will permit the development 
of the same type of program that is now used for IRS offset. The 
bill preserves the rights of debtors created by the Debt 
Collection Act of 1982’, including the right to written notice of 
the type and the amount of the claim, an opportunity to inspect 
and copy the records of the agency related to the claim, an 
opportunity for a hearing on the claim and an opportunity to make 
a written agreement with the head of the agency to repay the 

’ 37 U.S.C. S 3716 
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amount of the claim. The bill will amend the Privacy Act to 
facilitate the type of computer matches that will allow the 
United States to exercise its traditional and statutory rights of 
offset . 

Attorney General Janet Reno has established debt collection 
as a high priority for all U.S. Attorneys and litigating 
divisions in the Department with financial litigation 
responsibilities. The Administration will transmit to Congress 
in the near future a proposed bill, the Federal Debt Collection 
Procedures Improvements Act, amending the Federal Debt Collection 
Procedures Act and related statutes to assist the Department's 
debt collectors by improving their ability to collect both civil 
and criminal debts. The Attorney General supports the proposed 
bill and believes that it will have a significant impact on the 
Department's ability to collect fines and restitution in criminal 
cases. We hope that the members of this subcommittee will also 
support this legislative initiative. 

We welcome the subcommittee's interest and assistance in 
ensuring that this Department and other Federal agencies have the 
tools we need to enforce collection from those debtors able to 
satisfy their obligations to the United States. 

Mr. Chairman, I would be pleased at this time to answer any 
questions you or the members have. 
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